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4  Mr.  Reilly,  are  you  ready  to  proceed? 

Mr.  Reilly:  If  the  Commission  please,  I  would 
like  to  make  a  short  opening  statement  before  presenting 
any  evidence. 

Chairman  Flanagan:  Preliminary  to  your  state- 

5  ment,  permit  me  to  make  one  or  two  announcements, 
please. 

****••#•• 

There  are  present  representatives  from  the  States  of 
Maryland  and  Virginia  in  the  persons  of  Commissioner 
Frank  Harper,  from  the  State  of  Maryland,  and  Mr.  J.  R. 
Smith,  from  the  Engineering  Department  of  the  State 
Corporation  Commission  of  Virginia. 

It  is  the  intention  of  this  Commission  to  so  develop  the 
record  that  it  can  be  employed  by  the  respective  states  in 
any  hearings  they  may  hold  relative  to  the  problems  of 
rates  presented  by  the  application  of  the  Potomac  Electric 
Power  Company  now  being  considered. 

Mr.  Reilly: 

7  Before  we  proceed  much  further,  I  would  like  to 
make  the  Company’s  position  clear  with  respect  to 

one  matter  which  has  appeared  to  cause  confusion  among 
the  parties  in  previous  hearings.  The  Company’s  appli¬ 
cation  and  this  hearing  is  in  no  way  connected  with  the 
Commission’s  Modified  Sliding  Scale  Plan;  and  we  are 
not  seeking  any  change  in  the  Plan  in  this  proceeding.  That 
Plan  is  the  device  by  which  the  Commission  exercises 
control  over  the  Company’s  actual  annual  income.  The 
Plan  does  not  establish  rates;  it  controls  annual  income. 

The  Commission  made  it  clear  in  its  opinion  to  Order 
No.  3317,  dated  February  20,  1948,  that  “both  the  Com¬ 
pany  and  the  Commission  are  free  to  institute  a 

8  separate  proceeding  at  any  time  when  it  appears 
that  an  adjustment  of  rates  should  be  effected.” 
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That  is  why  we  are  here  today,  and  an  adjustment  of  rates 
should  be  promptly  effected. 

•  ****#**• 

Mr.  Await:  If  the  Commission  please,  I  would  like  to 
make  a  brief  opening  statement,  if  I  may. 

11  The  second  point  I  desire  to  call  to  your  atten¬ 
tion  again  deals  with  Pepco ’s  application.  Their 
request  for  new  rates  is  based  on,  and  the  applica- 

12  tion  so  states,  the  need  for  new  construction,  even 
until  1954.  Now  construction  is  not  required  to 

serve  the  needs  of  Capital  Transit  Company,  since  its  de¬ 
mand  for  energy  is  decreasing.  But  in  order  to  verify 
this  fact,  the  President  of  Capital  Transit  addressed  a 
letter  to  the  President  of  Pepco  under  date  of  August  3, 
1950,  requesting  that  Capital  Transit  Company  be  pro¬ 
vided  with  the  proposed  cost  in  future  years  of  capital 
investments  presently  planned  for  the  purpose  of  furnish¬ 
ing  electricity  exclusively  for  Capital  Transit  Company, 
together  with  a  description  of  these  proposed  projects. 

Capital  Transit  was  advised,  in  answer  to  that  request, 
that  there  was  none.  This  fact  was  set  forth  in  a  letter  to 
Mr.  Merrill  from  Mr.  Neal,  dated  August  16th,  as  follows : 

“Pepco  has  no  capital  investments  planned  for  the 
future  that  would  be  exclusively  for  furnishing  electricity 
to  CTCO,  and  CTCO  representatives  were  so  advised  at 
the  August  8th  meeting  in  the  Pepco  Board  Room.” 

•  ••*••#*• 

14  James  H.  Ferry  was  called  as  a  witness  for  and 
on  behalf  of  the  Applicant  and,  having  been  first 
duly  sworn,  was  examined  and  testified  as  follows : 

Direct  Examination 

By  Mr.  Reilly: 

Q.  Will  you  please  state  your  name  and  present  position 
with  the  Company?  A.  My  name  is  James  H.  Ferry,  and 
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my  present  position  with  the  Potomac  Electric  Power 
Company  is  Executive  Vice  President. 

Q.  I  hand  you  a  group  of  papers,  consisting  of  ten 

15  sheets,  identified  as  Pepco  Exhibits  1  through  4. 
Are  these  the  exhibits  to  which  you  will  refer  in  the 

course  of  your  testimony  and  which  were  prepared  under 
your  direction  and  supervision?  A.  Yes. 

Mr.  Reilly:  Mr.  Chairman,  in  the  interest  of  expediting 
this  proceeding,  I  request  that  these  exhibits  be  marked 
now  for  identification  as  Pepco  Exhibits  1  through  4.  The 
title  of  each  exhibit  is  indicated  on  -the  index  sheet  at¬ 
tached  to  this  group  of  papers.  Mr.  Ferry  will  refer  to 
the  exhibits,  as  identified,  as  he  progresses  with  his  testi¬ 
mony. 

Chairman  Flanagan:  The  exhibits  may  be  so  marked. 

(Pepco  Exhibits  Nos.  1  through  4  were  marked 
for  identification.) 

Mr.  Reilly:  I  might  say,  Mr.  Chairman,  that  we  have  a 
limited  supply  of  these  exhibits,  but  more  will  be  prepared 
and  given  to  Mr.  Milligan,  if  anybody  needs  additional 
copies  at  a  later  time. 

By  Mr.  Reilly: 

Q.  Mr.  Ferry,  is  Exhibit  No.  1  a  statement  prepared  by 
you  outlining  your  experience  and  background  with  the 
company?  A.  Yes.  Exhibit  No.  1  sets  forth  a  summary 
of  my  duties,  responsibilities  and  experience  since  I  was 
originally  employed  by  the  Company  in  1909. 

16  Q.  Mr.  Ferry,  have  you  prepared  a  statement 
which  shows  the  extent  of  the  current  construction 

program  of  the  company  with  particular  reference  to  the 
property  additions  which  you  estimate  will  be  required  in 
the  five-year  period,  1950-1954?  A.  Yes.  Exhibit  No.  2, 
consisting  of  five  pages,  the  first  page  of  which  is  titled, 
“Summary  of  Gross  Additions  to  Electric  Plant  Years 
1947  through  1954,”  shows  such  information  concerning 
the  company’s  vast  construction  program  during  the  past 
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three  years  and  that  anticipated  for  the  next  five  years, 
including  the  current  year. 

Page  1  of  this  exhibit  shows  in  summary  form  (columns 
2,  3  and  4)  the  actual  gross  additions  to  electric  plant  for 
each  of  the  years  1947,  1948  and  1949.  These  actual 
amounts  shown  include  additions  to  electric  plant  made  by 
the  Potomac  Electric  Power  Company’s  former  wholly- 
owned  subsidiary,  which  property  is  now  owned  by  this 
company. 

The  figures  shown  in  columns  5  through  10  are  our  pres¬ 
ent  estimate  of  the  gross  additions  to  electric  plant  which 
will  he  required  for  each  year  of  the  period  1950  to  1954, 
inclusive,  and  the  total  for  the  five-year  period.  The  in¬ 
formation  for  the  year  1950  is,  of  course,  only  partly  esti¬ 
mated. 

When  the  detail  estimates  behind  these  exhibits  were 
prepared,  they  were  based  upon  current  prices  (June 
1950).  We  were  subsequently  advised  that  we  should 
anticipate  a  price  rise  of  at  least  10  per  cent  effective 
17  July  1,  1950.  Orders  for  some  of  the  materials  and 
apparatus  had  been  placed  prior  to  this  date,  so 
that  the  full  effect  of  the  price  rise  should  not  be  felt  in 
1951. 

For  clarity,  we  have  prepared  this  exhibit,  first  on  the 
basis  of  June  1950  price  levels  which  figures  show  on  the 
line  titled  “Total  (Present  Price  Levels).”  Following 
this  total,  we  have  added  a  line,  “Provision  for  General 
Price  Increases,”  which  shows  the  amount  that  should  be 
provided  in  each  year  beginning  in  1951  to  cover  the  an¬ 
ticipated  price  increases.  Finally,  the  last  line  shows  the 
estimated  cost  of  gross  additions  adjusted  for  increased 
costs. 

In  the  box  at  the  bottom  of  the  page,  there  has  been 
shown  the  estimated  total  investment  in  property  and 
plant  for  the  system  at  the  end  of  each  year. 

Mr.  Sparks:  WTiat  set  are  you  now  referring  to? 

The  Witness:  Sheet  1  of  Exhibit  2. 
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These  estimated  gross  additions  are  set  down  on  this 
summary  in  four  groups  and  the  totals  for  the  five  years, 
1950  to  1954,  inclusive  (at  present  price  levels)  shown  in 
column  10,  are  as  follows: 

Group  “A’’ — Direct  expenditures  to  provide  service  to 
customers  are  estimated  at  $21,563,000,  and  include  cus¬ 
tomer  services,  meters,  transformers  and  street  lighting 
poles,  fixtures,  and  extensions  required  to  add  new  cus¬ 
tomers  to  the  lines  or  to  make  necessary  changes  in  existing 
customer  services. 

18  Group  “B” — Includes  expenditures  for  added 
production,  transmission,  or  distribution  facilities 

estimated  to  be  required  for  the  increasing  demands  of 
present  and  new  customers  totaling  $44,341,000. 

Group  “C” — Shows  estimated  expenditures  for  trans¬ 
mission  and  distribution  facilities  to  be  relocated  or  in¬ 
stalled  in  advance  of  street  widening,  repaving,  and  other 
public  works,  unrelated  to  increased  load.  These  total 
$5,337,000  for  the  five-year  period. 

Group  “D” — Shows  estimated  expenditures  for  general 
plant,  such  as  offices,  storerooms,  office  equipment,  trans¬ 
portation,  tools  and  work  equipment  and  communication 
equipment,  which  are  related  to  both  operating  and  con¬ 
struction  forces  and  amount  to  $3,350,000. 

The  total  construction  expenditures  for  all  groups,  be¬ 
fore  adjustment  for  price  advances,  amounts  to  $74,591,- 
000  for  the  system  in  the  five  years,  1950  through  1954. 
After  adjustment  for  price  advances,  this  figure  becomes 
$79,918,000. 

Column  11  of  page  1  of  this  Exhibit  2  shows  the  same 
information,  which  I  have  just  been  discussing  for  the 
full  8-year  period,  1947  through  1954.  The  total  gross 
additions  for  this  period  after  providing  for  anticipated 
price  advance  is  $130,842,000.  In  the  application  filed 
with  the  Commission,  I  believe  this  latter  figure  was  stated 
as  128  million  dollars,  which,  unfortunately,  did  not 

19  include  all  of  the  adjustments  for  price  increase 
which  we  believe  are  necessary. 
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Q.  How  do  these  expenditures  for  the  next  five  years 
compare  with  the  Pepco  system  present  investment  in 
plant?  A.  These  estimated  gross  additions  of  $79,918,000 
over  the  next  five  years  compare  with  our  system  invest¬ 
ment,  as  at  December  31,  1949,  in  electric  plant  of  approx¬ 
imately  $163,000,000,  an  increase  of  49  per  cent. 

I  might  also  point  out  that  the  investment  in  property 
and  plant  for  the  system  at  December  31,  1946,  the  begin¬ 
ning  of  this  unprecedented  expansion  program,  amounted 
to  $115,000,000.  At  the  end  of  1954  it  is  estimated  that 
the  total  investment  in  property  and  plant  will  be  around 
$234,000,000,  an  increase  of  103  per  cent  in  just  8  years. 

Q.  Do  you  have  information  which  shows  in  more  de¬ 
tail  the  expenditures  for  1950  through  1954,  which  you 
have  just  summarized?  A.  Yes.  On  pages  2,  3  and  4  of 
Exhibit  2  are  shown  in  some  detail  under  each  major  prop¬ 
erty  classification  the  estimated  requirements  for  construc¬ 
tion  by  years  and  for  each  major  project  for  the  period 
1950  through  1954. 

The  construction  program  reflected  in  Exhibit  2  pro¬ 
vides  tentatively  for  a  third  unit  at  Potomac  River  Plant 
in  1953  and  the  fourth  unit  in  1955.  The  expenditures  for 
these  additions,  based  upon  current  price  levels,  are  shown 
as  $7,400,000  in  1952  and  $3,600,000  in  1953  for  the 
20  third  unit,  and  $6,200,000  in  1954  for  a  part  of 
the  cost  of  the  fourth  unit.  There  would  be  required 
for  1955  an  additional  expenditure  of  about  $6,000,000  to 
complete  Unit  No.  4,  which  is  not  shown  in  this  exhibit. 

The  increase  in  these  figures,  to  meet  price  advances 
previously  referred  to,  is  included  in  the  line  on  page  4 
of  the  exhibit,  labeled  “Provision  for  General  Price  In¬ 
creases.” 

Here  is  one  of  the  major  problems  which  continuously 
confronts  the  company.  Not  less  than  two  years  prior  to 
the  need  for  the  machines  to  be  placed  in  operation,  com¬ 
mitments  must  be  made  to  allow  for  manufacture  and  in¬ 
stallation.  This  condition  requires  continuous  reappraisal 
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of  long-range  plans,  because  commitments  will  be  made 
for  No.  3  only  after  the  loads  in  1950  and  1951  are  ex¬ 
perienced  and  the  need  for  additional  capacity  reassessed. 

Also,  we  would  await  the  actual  load  results  for  1952 
before  making  a  decision  with  respect  to  No.  4.  In  this 
manner,  we  are  able  to  plan  ahead  but  keep  the  installation 
of  generating  facilities  in  step  with  forseeable  loads. 

Q.  Will  you  describe  briefly  the  data  shown  on  page  5  of 
Exhibit  No.  2.  A.  In  order  that  necessary  detail  be  avail¬ 
able  for  study  of  the  period  under  direct  consideration  in 
this  case,  on  page  5  of  this  exhibit  are  shown  the  actual 
gross  additions  by  months  for  the  remaining  months 
21  of  1950  and  for  the  year  1951,  totaling  $13,605,000 
for  1950  and  $16,192,000  for  1951.  The  estimated 
retirements  of  electric  plant  have  been  shown  for  the  same 
periods. 

Q.  How  do  present-day  costs  of  construction  compare 
with  those  in  the  past?  A.  Costs  have  risen,  as  we  all 
know.  Taking  the  year  1939  as  a  base  of  100  for  all  items 
of  electric  plant  construction,  our  experience  has  shown 
costs  have  increased  to  an  index  of  199  through  1949.  This 
means  that  a  dollar  spent  in  today’s  construction  program 
will  buy  only  about  half  as  much  equipment  as  a  dollar 
did  in  1939.  ' 

Exhibit  No.  3,  page  1,  shows  these  increases  tabulated 
by  years  for  property  groups  and  for  total  electric  plant. 

Page  2  of  this  exhibit,  titled  “Electric  Plant  Cost  Trend,” 
in  chart  form,  shows  the  cost  index  for  each  year  from  1910 
through  1949  for  Total  Electric  Plant,  using  1939  as  a  base 
of  100. 

Q.  Mr.  Ferry,  in  1948,  Public  Utilities  Commission 
Formal  Case  No.  379,  Mr.  Lank  of  your  company  testified 
at  some  length  on  the  company’s  construction  program 
1948  through  1952.  Have  there  been  any  significant  changes 
in  plans  upon  which  the  1948  estimates  were  based?  A. 
Yes.  There  is  one  significant  change  which  should  be  pointed 
out.  Mr.  Lank’s  testimony  in  1948  contemplated  the  in- 
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stallation  of  a  third  unit  at  Potomac  River  Plant 

22  to  be  completed  by  1952,  at  an  estimated  cost  of  $12,- 
000,000.  He  also  stated  that  no  further  increases 

of  capacity  at  Benning  or  Buzzard  Point  would  be  made, 
since  these  stations  had  reached  their  ultimate  limits. 

Subsequent  studies  showed  that  a  greater  gain  per  dol¬ 
lar  of  investment  could  be  had  by  installing  a  topping  unit 
at  Benning  in  1952,  rather  than  No.  3  unit  at  Potomac 
River. 

This  unit,  consisting  of  a  25,000  KW,  1450-pound  pres¬ 
sure,  1000  degrees  temperature  turbine  and  boiler  exhaust¬ 
ing  into  the  400-pound  header  at  Benning,  has  been  author¬ 
ized  and  the  work  should  be  completed  in  1952.  This  top¬ 
ping  unit,  together  with  its  large  boiler,  is  attractive  be¬ 
cause  it  will  increase  the  Benning  Plant  capability,  not 
only  by  the  25,000  KW  rating  of  the  turbine  but  will  restore 
approximately  35,000  to  40,000  KW  to  the  capability  of  the 
low  pressure  plant,  presently  limited  by  the  inabiitv  of 
the  boilers  because  of  smoke,  cinder  and  other  factors  to 
produce  name  plate  rating  of  the  installed  turbines. 

It  is  estimated  that  approximately  60,000  KW  capacity 
gain  would  be  obtained  for  $8,000,000,  or  slightly  over  $133 
per  KW,  as  compared  with  $12,000,000  for  an  80,000  KW 
unit  at  Potomac  River  Plant,  plus  about  $1,000,000  re¬ 
quired  for  transmission,  already  available  from  Benning, 
or  $162  per  KW. 

The  installation  of  the  topping  unit  has  the  advantage 
of  reducing  normal  loading  of  the  stoker-fired  boilers 

23  with  their  high  maintenance  cost,  as  well  as  improv¬ 
ing  the  over-all  efficiency  of  the  Benning  Plant,  and 

with  improved  performance  in  regard  to  smoke  and  cinder 
emission. 

Q.  Is  it  customary  for  the  company  to  make  estimates 
of  load  for  each  coming  year  for  the  next  five  years?  A. 
Yes.  Loads  are  estimated  as  far  as  possible  in  the  future 
and  are  used  to  guide  us  in  anticipating  the  need  for  facil¬ 
ities  to  carry  the  loads  when  they  occur.  The  estimates  are 
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revised  each  year  and  any  decision  as  to  requirements  for 
capacity  is  based  on  actual  peak  load  experience  up  to  with¬ 
in  two  years  of  the  estimated  date  of  need  for  additional 
capacity. 

Q.  Have  you  prepared  an  estimate  of  Pepco’s  load 
growth  for  the  next  five  years?  A.  Yes.  Exhibit  No.  4, 
titled  “  Generating  Capability,  Peak  Loads  and  Reserve 
Requirement — Year  1933  through  1954,”  shows  a  tabula¬ 
tion  of  the  actual  system  peak  loads  and  capability  extend¬ 
ed  through  1954.  The  estimate  of  loads  from  1950  through 
1954  is  based  upon  the  composite  judgment  of  the  Com¬ 
mercial,  Rate,  and  Engineering  Departments  of  Pepco. 

Q.  What  was  the  company’s  experience  during  World 
War  2,  Mr.  Ferry?  A.  During  the  second  World  War, 
loads  increased  substantially  and,  contrary  to  the  predic¬ 
tions  of  many,  continued  to  do  so  when  the  war  was  over. 

This  factor  explains  to  a  large  degree  the  backlog  of 
24  orders  on  the  electrical  manufacturers  for  generat¬ 
ing,  transmission  and  station  equipment  and  other 
electrical  apparatus  and  the  long  deliveries  which  results. 

Q.  What  has  been  the  company’s  experience  since  1948? 
A.  Since  1948,  the  load  has  been  below  that  estimated  in 
1948,  principally  because  the  large  building  program  then, 
and  now,  under  way  was  delayed  by  general  shortages  of 
labor  and  material.  Also,  the  street  railway  load  has 
dropped  off  much  more  than  had  been  anticipated. 

On  the  other  hand,  the  housing  program  has  been  equal 
to  or  greater  than  our  predictions.  By  1951,  a  substantial 
number  of  the  large  government  buildings  and  other  activ¬ 
ities  now  under  construction  should  be  completed  and  con¬ 
tribute  substantially  to  the  realization  of  load  growth  esti¬ 
mated  for  the  period  from  1951  through  1954. 

The  present  or  prospective  national  preparedness  pro¬ 
gram  is  not  reflected  in  the  estimated  load  growth  and  we 
cannot  now  estimate  its  possible  effect.  For  example,  it 
has  been  stated  that  20,000  additional  government  employ¬ 
ees  will  be  needed  in  Washington  as  a  result  of  this  pro- 
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gram  and,  if  the  increase  in  population  and  employment 
represented  by  this  figure  becomes  a  reality,  we  might 
expect  even  greater  load  growth. 

Q.  Mr.  Ferry,  do  you  have  any  other  comments  which 
you  wish  to  make  with  respect  to  Exhibit  No.  4?  A.  Yes. 
Exhibit  No.  4  shows  certain  data  relative  to  actual  gen¬ 
erating  capability  and  to  peak  loads  for  the  years 

25  1933  through  1949,  and  estimated  for  1950  through 
1954. 

Lines  1,  2  and  3  show,  in  thousands  of  KW,  the  generator 
capabilities  or  assured  capacities  for  each  generating  sta¬ 
tion. 

Line  4  shows  the  total  system  capability. 

Line  5  shows  the  total  capability  with  the  largest  unit 
out  of  service ;  and  Line  6  shows  the  system  peak  load  for 
each  year. 

The  capability  of  the  Benning  Plant,  as  shown  on  line  1 
of  the  exhibit,  is  185,000  KW,  the  same  as  the  name  plate 
rating,  from  1933  through.  1938.  After  this  year  the  capa¬ 
bility  was  reduced  because  of  operating  limitations ;  until 
in  1943,  it  was  established  as  145,000  KW  and  this  portion 
of  the  plant  continues  to  be  rated  at  this  capability. 

In  1948,  the  capability  of  the  station  is  shown  as  195,000 
KW.  This  increase  is  the  result  of  the  addition  of  a  new 
50,000  KW  generator  at  full  capability. 

The  derated  portion  of  this  plant  includes  nine  generat¬ 
ing  units  of  which  four,  totaling  110,000  KW  name  plate, 
are  rated  at  90  per  cent  power  factor  and  five  units,  totaling 
75,000  KW  name  plate,  are  rated  100  per  cent  power  factor. 
The  turbines  driving  these  generators  are  rated  on  the 
basis  of  1  to  IV2  inch  back  pressure. 

Q.  What  was  the  power  factor  situation  and  when  did 
the  peak  load  occur  at  the  time  of  the  purchase  of  the 

26  units  to  which  you  have  just  been  referring?  A.  At 
the  time  when  these  units  were  purchased,  the  power 
factor  of  the  load  on  our  system  was  higher  than  it 

now  is,  and  the  peak  load  occurred  in  the  winter  when  the 
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condensing  water  temperature  was  lower  and  capable  of 
producing  back  pressures  'within  the  limits  of  the  ratings 
of  the  turbines.  The  alternating  current  load  was  largely 
lighting  and  a  considerable  direct  current  load  was  sup¬ 
plied  through  converters  and  synchronous  motor  gener¬ 
ators  of  inherently  higher  power  factor. 

As  time  went  on,  the  direct  current  load  was  reduced  by 
changing  over  to  an  alternating  current  and  a  large  amount 
of  alternating  current  load  formerly  supplied  through  syn¬ 
chronous  frequency  converters  was  picked  up  through 
transformers  connected  directly  to  the  transmission  lines 
from  the  generating  station  and  much  of  the  synchronous 
conversion  equipment  capable  of  assisting  in  maintaining 
higher  power  factor  on  the  stations  disappeared.  Also,  air 
conditioning  and  other  loads  requiring  the  use  of  alternat¬ 
ing  current  motors  with  inherently  lower  power  factor 
came  on  the  system. 

As  the  power  factor  of  the  load  is  reduced,  now  86  per 
cent,  below  that  for  which  the  generator  is  designed,  the 
capability  of  the  machine  is  reduced  to  avoid  operating 
under  conditions  which  would  cause  overheating  and  to 
maintain  necessary  voltage. 

Q.  Has  the  time  of  peak  load  occurrence  ever 
27  changed?  A.  Yes.  Since  1941,  peak  loads  have  oc¬ 
curred  in  the  summer  time  when  condensing  water 
from  the  river  is  at  a  higher  temperature;  whereas,  as  I 
have  previously  stated,  the  peak  had  been  occurring  in  the 
winter  and  w*as  of  short  duration.  Thus,  as  the  condensing 
water  temperature  increased,  the  back  pressures  imposed 
on  the  turbines  also  increased  and  tended  to  further  re¬ 
duce  the  capability  of  the  machines. 

Q.  Have  there  been  any  other  changes  affecting  back 
pressure?  A.  Gradually,  there  has  been  another  change 
in  conditions  affecting  back  pressure.  The  flow  of  the 
river  has  become  less  and,  during  dry  seasons,  it  became 
more  or  less  a  tidal  estuary  thus  producing  recirculation 
of  water  and  increasing  temperatures.  In  an  effort  to 
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overcome  this  trouble,  we  relocated  the  condenser  discharge 
tunnel  from  the  north  side  of  Benning  Road  to  the  south 
side  and  succeeded  in  improving  the  water  temperature 
and  back  pressure  conditions,  but  not  wholly  overcoming 
the  difficulty. 

Q.  What  other  conditions  influenced  the  company  to  re¬ 
duce  the  capability  rating  of  the  Benning  Station?  A.  As 
residential  housing  grew  in  the  vicinity  of  this  plant,  com¬ 
plaints  developed  because  of  smoke  and  cinder  emissions, 
and  we  were  in  trouble  with  the  Smoke  Inspector.  We 
were  able  to  effect  a  substantial  improvement  in  the  cinder 
situation  by  installing  mechanical  cinder  collectors 
28  on  the  larger  boilers,  but  the  smoke  problem  con¬ 
tinued  to  be  a  difficult  one  mainly  because  of  the 
necessity  for  operating  the  boilers  for  long  periods  of  time 
at  high  ratings. 

As  a  result  of  these  experiences,  we  had  finally  to  face 
the  fact  that  the  capability  of  the  plant  for  sustained  opera¬ 
tion  was  much  less  than  the  name  plate  ratings,  and  the 
figure  of  145,000  KW,  at  prevailing  power  factor,  for  hot 
weather  conditions  and  with  allowance  for  boiler  outage, 
with  reasonable  freedom  from  smoke  violations  was  es¬ 
tablished. 

Q.  Mr.  Ferry,  will  you  please  explain  the  necessity  for 
reserve  capacity  in  excess  of  actual  peak  load  figures  ?  A. 
Under  the  terms  of  the  interconnection  contract  with  Balti¬ 
more,  there  is  established,  upon  the  occurrence  of  each 
new  peak  load,  a  so-called  “steam  line,”  which  is  35,000  KW 
below  the  established  peak.  This  figure  is  shown  on  line  7 
of  the  exhibit.  It  is  our  obligation  to  provide  for  the  genera¬ 
tion  of  all  power  required  in  our  system  below  this  line. 

The  company  has  an  obligation  to  maintain,  in  its  system, 
generating  capacity  equal  to  the  steam  line  plus  23,000 
KW,  plus  the  equivalent  of  the  largest  unit  in  the  system. 
The  generating  capacity  necessary  to  meet  this  requirement 
is  shown  on  line  8  of  Exhibit  No.  4. 


14 


In  1933,  the  largest  unit  in  the  system  was  35,000  KW 
and  this,  plus  23,000  KW,  equaled  58,000  KW  for  the  so- 
called  “contract  reserve. ”  Adding  this  to  the  113,000 

29  KW  steam  line  (line  7)  produced  171,000  KW  (line 
8)  as  the  minimum  capacity  allowed  by  contract  to 

be  maintained  in  our  system.  Since  the  actual  capacity 
available  (line  4)  was  220,000  KW,  we  exceeded  the  require¬ 
ment  by  49,000  KW,  as  shown  on  line  9. 

The  question  as  to  amount  of  spare  or  reserve  generating 
capacity  necessary,  reasonably  to  firm  up  any  supply  sys¬ 
tem,  is  one  which  has  been  discussed  many  times  and,  from 
time  to  time,  has  produced  different  answers.  Before  the 
Baltimore  inter-connection  became  effective,  it  was  our 
feeling  that  we  should  provide  generating  capacity  suffi¬ 
cient  to  carry  the  peak,  plus  the  equivalent  of  the  two  largest 
units  to  guard  against  outages  for  maintenance  of  forced 
outage.  After  some  experience  with  interconnected  opera¬ 
tion,  we  changed  our  policy  so  as  to  require  reserve  in  ex¬ 
cess  of  peak  load  equal  to  the  one  largest  unit.  The  system 
capacity  required  by  this  formula  is  shown  on  line  10  of  the 
exhibit  and  the  excess  or  deficiency  in  capacity  actually 
available  is  shown  on  line  11.  . 

Experience  of  many  years  has  shown  that  large,  metro¬ 
politan  electric  utility  systems  must  have  adequate  generat¬ 
ing  capacity  to  provide  reserve  against  breakdown,  with¬ 
drawals  for  maintenance,  and  other  causes  of  reduced  ca¬ 
pacity,  in  order  to  operate  with  reasonable  security.  As¬ 
surance  of  continuous,  uninterrupted  service  to  the  public 
requires  the  maintenance  of  margins  of  generating  capacity 
above  and  beyond  that  needed  merely  to  carry  the  expected 
loads.  As  the  exhibit  shows  (on  line  11)  in  the  past, 

30  due  to  conditions  beyond  our  control,  we  have  found 
it  necessary  to  operate  with  what  we  regard  as  less 

than  adequate  safe  operating  reserve  capacity  and  the  gen¬ 
erating  facilities  included  in  the  construction  program  are 
only  the  minimum  necessary  to  carry  the  load  and  to  main¬ 
tain  proper  reserve  capacity. 
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The  last  two  columns,  24  and  25,  show  the  conditions,  if 
estimated  loads  are  realized,  for  1953  and  1954  with  the 
third  unit  installed  at  Potomac  River  in  1953. 

Q.  You  have  stated  that  you  would  make  no  decision  or 
commitment  for  additional  generator  capacity  until  two 
years  before  the  equipment  is  required  for  load  carrying. 
Could  you  not  delay  such  commitment  to,  say,  one  year  be¬ 
fore  the  date  when  the  apparatus  would  be  needed?  A. 
Approximately  two  years  are  required  between  the  place¬ 
ment  of  an  order  and  agreement  on  detailed  specifications 
for  turbo-generators  and  the  delivery  and  erection  of  the 
unit.  Even  when  erection  is  completed,  the  machine  may 
not  be  available  for  full  load  or  even  any  load  service.  Large 
machines  or  their  auxiliary  apparatus  may  be  expected  to 
develop  troubles  of  various  kinds,  which  show  up  during 
shakedown  runs  and  may  require  considerable  time  for 
adjustment. 

The  same  comments  are  applicable  to  boilers  which  are 
currently  quoted  at  fifteen  months  for  delivery  and  eight 
to  ten  months  for  erection. 

31  If  we  should  wait  until  two  years  prior  to  the  need 
for  the  apparatus  to  begin  planning,  it  would  be  im¬ 
possible  to  get  the  job  done  in  time  for  our  needs. 

Accordingly,  our  continuing  studies  for  the  future  and 
planning  in  some  detail  must  anticipate  the  need  even  longer 
ahead  than  two  years,  so  that  when  the  decision  is  made 
to  add  capacity  vre  are  in  a  position  to  know  exactly  what 
is  needed  and  start  placing  orders  for  the  many  detailed 
items  which  go  into  such  a  project. 

Q.  Would  you  please  comment  on  the  lag  between  the 
time  expenditures  for  property  expansion  are  required  and 
the  time  the  results  of  such  expansion  are  reflected  in  im¬ 
proved  earnings  to  the  company.  A.  As  a  result  of  these 
considerations  to  which  I  have  referred,  it  is  necessary  that 
expenditures  for  engineering  and  other  items  be  made  well 
in  advance  of  actual  authorization  of  the  project.  Likewise, 
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it  is  necessary  that  substantial  sums  of  money  be  expended 
as  the  project  progresses,  with  the  result  that  such  ex¬ 
penditures  are  also  made  far  ahead  of  the  time  when  the 
equipment  becomes  available  for  use  on  the  system.  There 
is  a  still  further  lag  between  the  time  property  additions 
are  placed  in  service  and  the  time  they  are  producing  a 
return  for  the  company.  This  is  particularly  true  of  gen¬ 
erating  facilities  which,  however  essential  they  may  be, 
produce  improved  earnings  only  over  a  relatively  long 
period  of  time. 

Mr.  Reilly :  That  completes  the  direct  examination. 

32  Mr.  Await:  Mr.  Chairman,  before  we  proceed  to 
cross-examination,  may  I  get  one  matter  clear  on 
the  record?  You,  sir,  made  a  statement  with  respect  to 
the  developing  of  the  record,  as  I  understood  it.  I  do  not 
understand,  do  I,  by  your  statement,  that  this  is  a  joint 
hearing  of  the  Maryland,  District  and  the  Virginia  Com¬ 
mission. 

Chairman  Flanagan:  It  is  not  a  joint  hearing. 

38  Q.  All  right,  sir.  One  other  question,  Mr.  Ferry. 

Would  your  underlying  records,  papers,  show  a 
breakdown  of  your  additions,  proposed  additions,  and  de¬ 
preciation  reserve  by  geographical  locations?  I  mean  by 
that,  will  they  show  what  properties  you  propose  to  put  in 
within  the  State  of  Maryland,  within  the  District  of  Colum¬ 
bia  and  within  the  State  of  Virginia?  A.  We  probably 
could  show  you  what  we  propose,  either  as  a  firm  com¬ 
mitment  or  tentatively,  to  put  in  in  these  various  locations. 
But  you  referred  to  depreciation. 

Q.  Yes,  I  am  talking  about  depreciation  reserve,  now. 
A.  That  I  would  have  to  ask  the  comptroller  to  answer, 
whether  that  can  be  furnished  or  not. 

Q.  In  other  words,  you  don’t  -  A.  Because  I  am 

sure  it  isn’t  set  up  by  localities  such  as  District  of  Colum¬ 
bia,  Maryland  and  Virginia. 
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Q.  In  other  words,  then,  you  don’t  know  what  portion 
of  the  depreciation  reserve  is  actually  associated  with  prop¬ 
erty  physically  located  in,  say,  the  State  of  Mary- 

39  land.  A.  I  am  sure  it  doesn’t  show  that. 

Q.  Are  you  saying  there  in  answer  to  that  ques¬ 
tion,  Mr.  Ferry,  that  you  don’t  know  whether  the  books 
show  such  a  separation?  A  I  am  saying  that  I  am  sure 
it  does  not  show  it.  There  has  never  been  any  allocation 
of  property  between  these  various  areas. 

Q.  Now,  let  me  ask  you  whether  the  underlying  records 
pertaining  to  these  exhibits,  Exhibits  1  to  4,  will  show  di¬ 
rect  expenses,  operating  expenses,  and  maintenance  ex¬ 
penses  relative  to  the  facilities,  the  property,  located  in 
each  of  the  three  jurisdictions.  I  am  speaking  now  of 
direct  costs.  A.  Well,  I  haven’t  referred  to  any  operating 
expenses,  I  believe. 

Q.  Well,  your  operating  expenses -  A.  I  talked 

about  capital  expenditures. 

Q.  Well,  now,  Mr.  Ferry,  who  in  this  case  will  deal  with 
operating  expenses  of  Pepco?  A.  I  don’t  think  that  any¬ 
body  will  for  the  reason  that  I  don’t  recall  any  intention 
to  introduce  direct  testimony  on  that.  I  may  be  wrong, 
but  I  don’t  think  so. 

##••••*•• 

40  R.  Roy  Dunn  was  called  as  a  witness  for  and  on 
behalf  of  the  Applicant  and,  having  been  first  duly 

sworn,  was  examined  and  'testified  as  follows: 

Direct  Examination 
By  Mr.  Reilly : 

Q.  Mr.  Dunn,  will  you  please  state  your  full  name  and 
your  present  position  with  Potomac  Electric  Power  Com¬ 
pany?  A.  My  name  is  R.  Roy  Dunn.  I  am  Vice  President 
and  Treasurer  of  the  Potomac  Electric  Power  Company. 

Mr.  Reilly:  If  the  Commission  please,  Mr.  Dunn  has 
testified  on  a  number  of  occasions  before  this  Commission 
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and  we  assume  that  it  will  not  be  necessary  for  us  to  set 
out  in  detail  his  qualifications.  At  this  time,  I  hand  the 

Commission  a  group  of - 

Chairman  Flanagan:  Is  that  agreeable  to  counsel: 

Mr.  Harrison :  It  is  agreeable  to  us. 

Mr.  Await :  I  don ’t  know  what  he  is  going  to  testify  on, 
Mr.  Chairman.  I  reserve  my  objection. 

By  Mr.  Reilly: 

Q.  What  are  your  duties  with  the  company,  Mr.  Dunn? 
A.  As  Vice  President  and  Treasurer  I  am  in  charge 

41  of  developing  financial  programs  and  obtaining  the 
money  necessary  to  carry  on  the  expansion  program 

along  with  other  administrative  capacities.. 

Q.  And  you  have  testified  in  a  number  of  proceedings 
before  this  Commission  over  the  past  few  years?  A.  I 
have. 

Q.  Has  there  ever  been  any  question  of  your  qualifica¬ 
tions  and  duties  on  the  record  in  any  of  these  proceedings  ? 
A.  No,  sir. 

Mr.  Reilly:  Mr.  Chairman,  at  this  time  I  hand  the  Com¬ 
mission  a  group  of  papers  consisting  of  31  sheets  marked 
Pepco  Exhibits  5  to  12,  inclusive.  These  exhibits  will  be 
sponsored  by  Mr.  Dunn  and  he  will  comment  on  same  as 
he  testifies.  I  request  that  the  exhibits  are  marked  for 
identification  as  Pepco  Exhibits  Nos.  5  to  12  inclusive. 
Chairman  Flanagan:  They  may  be  so  marked. 

(Pepco  Exhibits  Nos.  5  to  12  inclusive  were 
marked  for  identification) 

Mr.  Reilly: 

Q.  Mr.  Dunn,  will  you  state  briefly  the  anticipated  effect 
of  the  proposed  modifications  in  the  rate  schedules  will  have 
on  the  earnings  of  the  company?  A.  The  requested  modi¬ 
fications  of  the  rate  schedules  are  designed  to  pro- 

42  duce  an  estimated  increase,  for  the  test  period  on  an 
annual  basis,  of  approximately  $3,500,000  in  operat- 
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ing  revenues  with  the  resulting  increase  in  operating  in¬ 
come  of  about  $2,100,000.  It  is  estimated  that  such  an 
increase  will  produce  approximately  $8,700,000  of  gross 
income  for  the  test  period,  that  is  the  twelve-month  period 
ending  June  30,  1951,  as  compared  with  $6,534,000  that 
would  be  experienced  under  existing  rates  for  that  period. 

These  estimates  are  based  upon  prevailing  economic  con¬ 
ditions  and  present  tax  rates.  The  company  has  not  in¬ 
cluded  any  amount  in  the  proposed  rate  levels  to  balance 
any  possible  increase  in  federal  taxes.  Subject  to  such 
qualification,  the  $8,700,000  represents  the  dollar  needs  of 
the  Company  to  service  properly  its  existing  security  struc¬ 
ture  and  permits  the  sale  of  additional  securities.  This 
dollar  amount,  in  my  opinion,  is  the  minimum  required 
and  is  supported  by  reliable  standards. 

Q.  What  principal  standards  have  you  considered?  A. 
Primarily,  the  standards  are  those  required  by  the  concept 
expressed  in  the  Supreme  Court’s  decision  in  the  Bluefield 
Case — 262  U.S.  679 — 1923.  In  that  decision  the  Court 
states:  “The  return  should  be  reasonably  sufficient  to  as¬ 
sure  confidence  in  the  financial  soundness  of  the  utility, 
and  should  be  adequate  under  efficient  and  economical  man¬ 
agement,  to  maintain  and  support  its  credit  and  enable 
it  to  raise  the  money  necessary  for  the  proper  dis- 
43  charge  of  its  public  duties.”  This  is  a  statement  of 
a  financial  problem  which  can  be  expressed  as  fol¬ 
lows.  How  many  dollars  are  needed  to  support  adequately 
the  existing  security  structure  and  also  to  make  additional 
securities  attractive  in  competition  with  securities  of  all 
other  enterprises  to  present  and  prospective  investors  at 
the  time  the  company  needs  more  capital. 

This  question,  that  is,  the  earnings  requirement  for  the 
dollars  needed,  is  in  accordance  with  the  so-called  end- 
results  test.  In  analyzing  the  Hope  decision,  the  late  Judge 
John  E.  Benton,  long-time  General  Solicitor  of  the  NARUC, 

in  an  address  before  the  Association - 

Mr.  Await:  Just  a  moment.  You  are  not  a  lawyer,  are 
you? 
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Mr.  Reilly.  He  is  not  expressing  any  legal  opinions.  I 
haven’t  heard  him  express  any  yet 

Mr.  Await:  He  is  quoting  opinions  of  somebody  else. 

Mr.  Reilly:  You  adopt  those  as  your  own,  don’t  you,  Mr. 
Dunn? 

The  Witness :  Sure. 

Mr.  Await:  He  is  not  qualified.  He  is  not  a  lawyer. 

Mr.  Reilly :  He  is  adopting  these  statements  as  statements 
of  his  own. 

Chairman  Flanagan:  Proceed. 

Mr.  Await:  I  object,  Mr.  Chairman. 

44  Chairman  Flanagan:  Objection  overruled. 

By  Mr.  Reilly: 

Q.  Proceed.  A.  In  analyzing  the  Hope  decision,  the  late 
Judge  John  E.  Benton,  long-time  General  Solicitor  of  the 
NARUC,  in  an  address  before  the  Association  on  January 
4, 1944,  said:  “They — the  Supreme  Court — are  a  unit  in  re¬ 
fusing  to  lay  down  the  prudent  investment  rule  to  control 
commissions  in  rate  making.  A  commission  is  under  no 
compulsion  to  adopt  such  a  rule  or  the  reproduction  cost 
rule.  It  may,  according  to  its  election,  use  either  rule  or 
it  may  base  rates  upon  a  consideration  of  both  investment 
cost  and  reproduction  cost  and  of  other  relevant  matters. 
The  constitutionality  of  a  rate  order  depends  upon  the 
reasonableness  of  its  total  effect,  and  not  upon  the  method 
whereby  the  commission  reached  its  decision.” 

The  important  words  are  “upon  the  reasonableness  of 
its  total  effect.” 

Mr.  Harrison:  Are  you  still  quoting? 

The  Witness :  No,  sir,  that  was  the  end  of  the  quote. 

Mr.  Harrison :  I  think  we  ought  to  see  where  Mr.  Benton 
left  off  and  the  other  solicitor  started. 

Mr.  Await:  I  object  again  because  the  witness  is  argu¬ 
ing.  That  should  be  Mr.  Reilly’s  province,  to  argue  the 
law. 
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Mr.  Reilly:  This  witness  is  qualified  before  this 

45  Commission  and  his  qualifications  have  been  accepted 

by  this  Commission  as  to  matters - 

Mr.  Await :  In  this  case - 

Mr.  Reilly:  Will  you  let  me  finish.  I  didn’t  interrupt 

you.  - in  matters  affecting  the  financial  problems  of  this 

company,  and  he  is  now  testifying  upon  the  dollar  needs  of 
the  company  and  how  he  arrived  at  it  and  the  considerations 
vrhich  are  now  reflected  in  the  testimony  he  is  giving  on  this 
stand. 

Mr.  Await:  He  certainly  hasn’t  qualified  as  a  lawyer 
in  order  to  pass  upon  the  constitutionality  of  the  question. 

Mr.  Reilly:  That  is  one  thing  he  should  be  grateful  for, 
because  he - 

Mr.  Await :  He  is  just  ducking  the  issue,  Mr.  Chairman — 
Mr.  Reilly  is.  I  object. 

Chairman  Flanagan:  As  I  understand  it,  the  testimony 
is  in  support  of  the  statement  that  Mr.  Dunn  will  sponsor 
these  exhibits.  I  think  he  will  have  to  be  given  the  right 
to  sponsor  them  in  his  own  way.  If  qualification  is  chal¬ 
lenged  here,  the  Commission  will  have  to  rule  on  the  chal¬ 
lenge. 

Mr.  Await:  I  still  have  reserved  my  original  objection 
as  to  his  qualifications. 

Mr.  Harrison:  The  statement  sounds  more  like  a  brief 
in  court  than  in  support  of  stating  what  the  dollar  needs 
are.  I  have  no  objection  to  the  witness  stating  his 

46  theory  is  based  upon  that  adopted  by  the  court,  but 
I  do  submit  that  what  Mr.  Benton  said  about  what 

the  court  said,  or  what  the  court  said  is  not  the  testimony 
that  produces  the  dollars  needed. 

Chairman  Flanagan:  The  Commission  is  interested  in 
everything  underlying  these  exhibits.  We  will  permit  Mr. 
Dunn  to  proceed. 

Mr.  Reilly:  Well,  there  will  be  no  more  of  that  in  this 
testimony. 
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Chairman  Flanagan:  Yon  can  reserve  objections  nntil 
the  testimony  is  in  and  the  Commission  will  then  rule. 

The  Witness:  The  important  words  are  “upon  the  rea¬ 
sonableness  of  its  total  effect,”  which,  in  my  opinion,  can 
mean  only  one  thing — the  dollars  needed  to  cover  the 
amount  of  interest  on  mortgage  bonds  and  other  interest- 
bearing  debt  by  a  sufficient  margin  necessary  to  satisfy  the 
requirements  of  the  institutional  and  other  investors  who 
buy  such  securities;  to  cover  the  combined  amount  of  the 
interest  charges  and  the  preferred  stock  dividend  require¬ 
ments  by  a  sufficient  margin  to  satisfy  the  requirements  of 
the  institutional  and  other  investors  wdio  purchase  pre¬ 
ferred  stocks ;  and  to  show  earnings  on  the  amount  of  equity 
capital  that  will  give  the  common  stock  standing  in  the 
market  to  attract  additional  equity  capital  when  it  is 
needed. 

Therefore,  in  approaching  the  problem  to  meet  the 
47  factors  of  adequacy,  reasonableness,  the  maintenance 
and  support  of  credit,  the  assurance  of  confidence 
and  the  attraction  of  capital,  that  is,  the  end  result  stand¬ 
ards,  prime  consideration  should  be  given  to  the  dollar 
needs  at  any  given  point  of  time,  in  relation  to  the  capital 
employed  then  and  the  future  capital  requirements  of  the 
utility.  This  important  consideration  is  overlooked  in  regu¬ 
latory  procedures  when  past  earnings  are  tested  solely  by 
the  application  of  a  fixed  rate  of  return  to  a  rate  base. 
Judgment  based  upon  consideration  of  all  of  the  factors 
including  future  prospects  is  preferable  to  any  hard  and 
fast  rule.  Due  consideration  of  future  capital  require¬ 
ments,  in  conjunction  -with  past  and  potential  earning  ca¬ 
pacity,  would  permit  the  company  to  issue  such  additional 
securities  as  would  be  reasonably  adapted  to  its  security 
structure  and  earning  power. 

Here  we  are  dealing  with  an  existing  set  of  securities 
which  have  been  and  will  be  increased  from  time  to  time  as 
it  becomes  necessary  to  raise  additional  capital.  At  the 
present  time,  the  company  needs  for  interest  on  $75,000,000 
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principal  amount  of  mortgage  bonds  an  annnal  sum  of 
$2,212,500;  for  interest  on  $6,000,000  principal  amount  of 
2  per  cent  bank  loan  notes  an  annual  sum  of  $120,000,  or  a 
total  of  $2,332,500  for  total  annual  interest  requirements. 

In  order  for  tbe  company  to  maintain  and  support  its 
credit  and  for  it  to  be  able  to  raise  tbe  money  neces- 

48  sary  for  tbe  proper  discharge  of  its  public  duties, 
there  must  be  ample  coverage  or  margin  between  tbe 

$2,332,500  and  tbe  total  amount  earned.  Also,  there  must  be 
ample  coverage  on  tbe  combined  total  interest  and  pre¬ 
ferred  stock  dividends  which  amounts  to  $2,737,500.  In 
addition,  and  most  important  of  all,  there  is  need  to  main¬ 
tain  and  support  the  credit  of  4,264,200  shares  of  common 
stock,  which  is  the  risk  capital  in  the  business,  and  on  which 
the  whole  credit  of  the  enterprise  rests. 

The  important  element  for  consideration  is  the  over-all 
coverage  or  dollar  needs  necessary  to  meet  the  end  result 
principle  of  having  sound  adequate  earnings,  both  prior  to 
financing  of  capital  needs  and  after  such  financing,  with  a 
margin  sufficient  to  give  adequate  safety  protection. 

As  will  be  demonstrated,  present  rates  are  not  producing 
adequate  earnings  for  the  support  of  present  capitalization 
and  the  same  is  true  with  respect  to  projected  earnings  at 
present  rate  levels.  Consequently,  earnings  are  and  will 
be  inadequate  to  support  any  additional  needed  capital 
unless  rate  levels  are  increased  to  the  extent  requested  with 
all  other  things  remaining  equal. 

By  Mr.  Reilly: 

Q.  Please  describe  the  effect  of  the  construction  program 
and  the  related  financing  on  the  earnings  of  the  com- 

49  pany.  A.  In  1948,  as  shown  by  the  record  for  that 
year’s  rate  case,  the  Company  had  experienced  a 

downward  trend  of  earnings  for  the  years  1942  through 
1947,  and  was  faced  with  a  large  expansion  program  in¬ 
volving  estimated  expenditures  of  $86,500,000  covering  the 
five  year  period  1948  to  1952,  inclusive.  The  unprecedented 
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expansion  program  is  continuing  and  earning  power  has 
not  kept  pace  with  the  added  investment. 

The  total  postwar  expansion  program  for  the  years 
1947  through  1954  will  amount  to  approximately  $130,000,- 
000  and  approximately  $64,529,000  will  have  been  spent  by 
December  31,  1950.  The  company  expects  that  the  con¬ 
struction  program  for  1951  and  1952  will  involve  expend¬ 
itures  of  $16,192,000  and  $19,858,000,  respectively,  and 
that  the  balance  of  $30,263,000  will  be  expended  during  the 
years  1953  and  1954.  Further,  it  appears  probable  that 
substantial  expenditures  will  be  made  for  additions  to 
property  and  plant  in  the  years  subsequent  thereto,  re¬ 
quiring  substantial  amounts  of  additional  financing. 

Of  the  total  expenditures  made  and  to  be  made  for  the 
four-year  period  1947  through  1950  amounting  to  $64,529,- 
000,  the  company  has  financed  $58,708,000  by  the  sale  of 
additional  securities  and  $5,821,000  was  generated  inter¬ 
nally. 

The  commission  is  familiar  with  the  types  and  amounts 
of  securities  sold  during  the  four-year  period  of  1947 
through  1950  which  include:  (a)  $12,000,000  principal 
amount  of  2  per  cent  bank  loan  notes,  issued  on 
50  April  1,  1947  and  due  on  April  1,  1952,  of  which  $6,- 
000,000  principal  amount  are  presently  outstand¬ 
ing;  (b)  $15,000,000  principal  amount  of  first  mortgage 
bonds,  3  per  cent  Series,  dated  January  1,  1948  and  due 
January  1,  1983;  (c)  $10,000,000  principal  amount  of  first 
mortgage  bonds,  2  7/8  per  cent  Series,  dated  May  1,  1949 
and  due  May  1,  1984;  (d)  592,250  shares  of  common  stock 
issued  in  May  1949  and  total  proceeds  amounted  to  $7,- 
403,125;  (e)  $30,000,000  principal  amount  of  first  mortgage 
bonds,  2%  per  cent  Series,  dated  May  1,  1950  and  due 
May  1,  1985.  Of  the  total  proceeds,  $20,000,000  was  used 
to  redeem  a  like  principal  amount  of  first  mortgage  bonds, 
314  percent  Series,  due  1966;  (f)  710,700  shares  of  com¬ 
mon  stock  issued  in  May  1950  and  total  proceeds  amounted 
to  $10,305,150. 
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The  results  of  the  financing  program  have  improved 
capitalization  ratios  as  compared  with  those  existing  on 
December  31,  1947.  The  comparison  is  as  follows: 

At  December  31,  1947,  total  capitalization  amounted  to 
$96,173,000  of  which  $52,000,000  represented  debt  divided 
between  first  mortgage  bonds  and  bank  loan  notes.  Pre¬ 
ferred  stock  was  $11,250,000,  or  11.8  per  cent  of  the  total 
capitalization.  The  equity  capital  was  $32,923,000  or  34.2 
per  cent  of  the  total  capitalization. 

As  of  June  30,  1950,  total  capitalization  amounted  to 
$144,708,000  of  which  $81,000,000  represented  debt  of  bonds 
and  bank  loan  notes,  or  56  per  cent  of  the  total.  Pre- 
51  ferred  stock  remained  the  same  at  $11,250,000,  or 
7.8  per  cent  of  the  total.  The  equity  capital  in¬ 
creased  to  $52,458,000  or  36  per  cent  of  the  total.  There¬ 
fore,  in  that  period  debt  has  increased  $29,000,000,  pre¬ 
ferred  stock  has  not  increased  at  all,  and  the  equity  cap¬ 
ital  increased  $19,535,000. 

As  previously  stated,  the  construction  program  will  re¬ 
quire  approximately  $36,000,000  for  the  years  1951  and 
1952.  This  amount  includes  expenditures  for  the  installa¬ 
tion  of  Unit  No.  3  at  the  Potomac  River  Plant,  as  ex¬ 
plained  by  Mr.  Ferry.  Subject  to  possible  price  advances 
and  excluding  any  expenditures  for  additional  units  at 
Potomac  River,  it  is  estimated  that  approximately  $16,000,- 
000  to  $17,000,000  will  be  obtained  from  the  sale  of  secur¬ 
ities  during  the  period.  In  addition,  $6,000,000  principal 
amount  of  2  per  cent  bank  loan  notes  must  be  paid  on  or 
before  April  1,  1952.  Thus,  the  amount  of  long-term  and 
permanent  financing  will  amount  to  at  least  $22,000,000. 

Q.  Do  you  have  an  opinion  with  respect  to  the  method  of 
obtaining  the  $22,000,000  of  additional  needed  capital? 
A.  The  question  of  financing  the  $22,000,000  of  additional 
capital  cannot  be  answered  definitely.  As  will  be  demon¬ 
strated,  the  present  and  future  statements  of  income,  under 
present  rates,  are  and  will  be  such  that  adequate  coverage 
ratios  will  not  be  obtained.  However,  assuming  that  the 
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expansion  program  is  continuing  and  earning  power  has 
not  kept  pace  with  the  added  investment. 
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50  April  1,  1947  and  due  on  April  1,  1952,  of  which  $6,- 
000,000  principal  amount  are  presently  outstand¬ 
ing;  (b)  $15,000,000  principal  amount  of  first  mortgage 
bonds,  3  per  cent  Series,  dated  January  1,  1948  and  due 
January  1,  1983;  (c)  $10,000,000  principal  amount  of  first 
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As  of  June  30,  1950,  total  capitalization  amounted  to 
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7.8  per  cent  of  the  total.  The  equity  capital  in¬ 
creased  to  $52,458,000  or  36  per  cent  of  the  total.  There¬ 
fore,  in  that  period  debt  has  increased  $29,000,000,  pre¬ 
ferred  stock  has  not  increased  at  all,  and  the  equity  cap¬ 
ital  increased  $19,535,000. 

As  previously  stated,  the  construction  program  will  re¬ 
quire  approximately  $36,000,000  for  the  years  1951  and 
1952.  This  amount  includes  expenditures  for  the  installa¬ 
tion  of  Unit  No.  3  at  the  Potomac  River  Plant,  as  ex¬ 
plained  by  Mr.  Ferry.  Subject  to  possible  price  advances 
and  excluding  any  expenditures  for  additional  units  at 
Potomac  River,  it  is  estimated  that  approximately  $16,000,- 
000  to  $17,000,000  will  be  obtained  from  the  sale  of  secur¬ 
ities  during  the  period.  In  addition,  $6,000,000  principal 
amount  of  2  per  cent  bank  loan  notes  must  be  paid  on  or 
before  April  1,  1952.  Thus,  the  amount  of  long-term  and 
permanent  financing  will  amount  to  at  least  $22,000,000. 

Q.  Do  you  have  an  opinion  with  respect  to  the  method  of 
obtaining  the  $22,000,000  of  additional  needed  capital? 
A.  The  question  of  financing  the  $22,000,000  of  additional 
capital  cannot  be  answered  definitely.  As  will  be  demon¬ 
strated,  the  present  and  future  statements  of  income,  under 
present  rates,  are  and  will  be  such  that  adequate  coverage 
ratios  will  not  be  obtained.  However,  assuming  that  the 
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requested  upward  revision  of  rates  becomes  effec- 

52  tive  and  respectable  coverage  ratios  result  there¬ 
from,  it  may  be  possible  for  the  company  to  finance 

its  1951  needs  from  funds  obtained  by  the  issuance  of 
short-term  bank  loan  notes,  which  would  be  repaid  by  the 
sale  of  additional  bonds  and  common  stock  in  November 

1951.  This  financing  would  include  the  capital  needs  of 
1952  and  tentatively  the  total  of  $22,000,000  would  be  di¬ 
vided  equally  between  bonds  and  common  stock.  For  the 
purposes  of  all  exhibits,  the  financing  is  reflected  in  No¬ 
vember  1951  comprising  the  sale  of  $11,000,000  principal 
amount  of  bonds  and  852, S40  shares  of  common  stock, 
ratio  of  1  to  5,  to  produce  approximately  $11,000,000.  The 
proceeds  would  repay  all  bank  loans  and  provide  funds  to 
carry  out  the  construction  program  for  the  years  1951  and 

1952.  The  total  amount  of  the  proposed  financing  is  sub¬ 
ject  to  the  possibility  that  expenditures  for  Unit  No.  3  will 
be  required.  If  so,  the  total  amount  of  financing  would 
have  to  be  increased  accordingly. 

Q.  Mr.  Dunn,  have  you  data  concerning  the  trend  of 
the  company’s  earnings  under  existing  rate  levels  which 
you  wish  to  place  before  the  Commission?  A.  Yes.  The 
data  concerning  the  trend  of  the  company’s  earnings  under 
existing  rates  which  I  wish  to  present  are  for  the  calendar 
year  1946  and  for  the  twelve  month  periods  ended  and 
ending  with  each  month  from  December  1947  through 
December  1951.  For  the  calendar  year  1946  and  for 

53  twelve  month  period  ended  December  31,  1947 
through  December  31,  1949,  inclusive,  the  data  are 

based  upon  the  corporate  results  of  operation,  that  is, 
exclusive  of  the  company’s  formerly-owned  subsidiary, 
and  beginning  with  the  twelve  month  period  ended  January 
31, 1950,  they  include  system  results  for  1950  and  corporate 
results  for  the  appropriate  portions  of  1949. 

Q.  Will  you  explain  why  you  have  used  these  particular 
periods? 

Mr.  Await:  Mr.  Chairman,  I  notice  that  the  Commission 
and  newspaper  reporters  have  been  furnished  with  copies 
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of  the  testimony.  Would  counsel  have  copies  so  that  we 
can  follow  it  a  little  more  closely? 

Mr.  Reilly:  If  we  have  enough,  you  can  have  them  now. 
By  Mr.  Reilly: 

Q.  Will  you  explain  why  you  have  used  these  particular 
periods?  A.  The  over-all  period  extends  from  the  twelve 
month  period  ended  December  31,  1946  to  the  twelve  month 
period  ending  December  31,  1951,  inclusive,  a  span  of  six 
years. 

First,  this  over-all  period  was  selected  because  1946  was 
the  calendar  year  just  preceding  the  commencement  of  the 
large  construction  program  concerning  which  Mr.  Ferry 
has  testified.  It  was  likewise  the  calendar  year  just  pre¬ 
ceding  the  time  when  the  company  was  required  to  embark 
on  its  long-range  plan  for  raising  additional  capital  from 
the  sale  of  its  securities. 

54  The  next  twelve  month  period  used  is  that  ended 
December  31,  1947,  because  it  was  during  that  year 
that  the  initial  bank  loans  were  made  to  the  Company  and 
the  recapitalization  of  the  company  was  consummated, 
bringing  about  a  form  of  security  structure  similar  to  that 
existing  today.  Also,  this  was  the  year  in  which  Pepco 
became  an  independent  operating  electric  utility  with  the 
ownership  of  all  its  securities  in  the  hands  of  the  general 
investing  public. 

Third,  being  faced  with  the  necessity  of  raising  substan¬ 
tial  additional  amounts  of  capital  through  the  sale  of  secur¬ 
ities,  both  bonds  and  common  stock,  it  was  considered  im¬ 
portant  to  reflect  as  closely  as  possible  the  moving  trend 
of  the  company’s  earnings.  This  has  been  done  by  show¬ 
ing  actual  earnings  and  earnings  ratios  for  each  twelve 
month  period  ended  commencing  with  December  31,  1947 
and  continuing  month  by  month  through  June  30,  1950,  the 
last  month  of  actual  results  available  at  the  time  the  ap¬ 
plication  was  filed,  and  forcasted  earnings  and  earnings 
ratios  for  each  of  the  successive  twelve  month  periods  end¬ 
ing  July  31,  1950  through  December  31,  1951. 
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Q.  Will  you  describe  briefly  the  basis  upon  which  these 
earnings  data  have  been  prepared?  A.  Yes.  For  the 
twelve  month  periods  ended  between  December  31,  1946 
and  June  30,  1950,  the  earnings  data  are  based  upon  actual 
results  recorded  in  the  books  of  the  company  with 

55  certain  appropriate  adjustments.  The  following  are 
the  adjustments  which  have  been  made  to  the  record¬ 
ed  results  in  order  to  more  accurately  reflect  the  trend  of 
the  company’s  earnings. 

First,  with  respect  to  operating  revenue  for  1946  and 
1947,  the  figures  reflect  appropriate  retroactive  adjustment 
for  refunds  to  customers  made  in  1947.  Second,  deprecia¬ 
tion  expense  provision  for  the  twelve  month  periods  ended 
January  31,  1950  through  June  30,  1950,  has  been  restated 
to  give  retroactive  effect  to  the  recent  change  in  the 
basis  for  computing  such  provision.  Third,  the  proper 
indication  of  the  trend  of  earnings  is  reflected  by  the  earn¬ 
ings  produced  from  actual  operations  for  the  period  under 
consideration  without  distortion  caused  by  special  non¬ 
recurring  items.  Therefore,  a  restatement  has  been  made 
to  eliminate  tax  credits  for  refunds  and  excess  provisions 
relating  to  prior  years  and  other  special  nonrecurring 
tax  items. 

The  data  with  respect  to  the  twelve  month  periods  end¬ 
ing  July  31, 1950  through  December  31,  1951,  are  the  antici¬ 
pated  results  which  will  exist  under  present  rate  levels 
and  have  been  developed  under  the  company’s  continuing 
operating  budget  control  and  forecasting  procedures. 

Q.  Will  you  please  elaborate  on  your  reasons  for  thus 
projecting  this  data  into  the  future  on  the  basis  of  fore¬ 
casts?  A.  Yes.  There  are  several  reasons,  each  of 

56  which  I  think  is  important,  as  to  why  a  projection 
of  forecasted  earnings  and  earnings  ratios  is  es¬ 
sential  to  the  proper  consideration  of  the  company’s  an¬ 
nual  dollar  needs  of  earnings,  if  it  is  to  successfully  meet 
its  obligations  to  its  customers  and  its  investors. 

First,  at  a  time  when  an  electric  utility  is  in  a  period 
of  rapid  and  substantial  expansion  of  facilities  requiring 
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the  raising  of  additional  capital  year  after  year  it  is  vital 
that  it  look  ahead.  As  Mr.  Ferry  said,  the  expansion  of 
facilities  requires  long-range  planning  and  advance  commit¬ 
ments  for  equipment  costing  many  thousands  of  dollars. 
The  plans  for  and  the  actual  raising  of  the  required  dollars 
must  be  based  upon  future  requirements.  Since  adequate 
earning  power  is  the  prerequisite  to  the  attraction  of  capi¬ 
tal,  future  earnings  must  be  considered  in  planning  the 
financing  necessary  to  meet  the  future  construction  pro¬ 
gram. 

Second,  the  company  completed  a  large-scale  financing 
involving  bonds  and  common  stock  in  May  1949  and  again 
in  May  1950.  The  trend  of  earnings  for  the  periods  follow¬ 
ing  the  first  full  year  of  the  present  rates,  and  particularly 
for  recent  periods,  has  clearly  indicated  that  they  are  sub¬ 
stantially  deficient  from  present  annual  dollar  needs,  which 
makes  it  doubly  important  to  consider  the  anticipated  future 
earnings  if  we  are  to  meet  our  dollar  needs  for  the  future. 

The  actual  past  earnings  trend  is  the  history  of  where 
57  you  have  been,  leading  up  to  where  you  are  at  the 
present  time;  but  the  forecast  is  the  road  map  of 
where  you  are  headed.  This  is  most  important  in  the  case 
of  Pepco. 

Third,  the  very  nature  of  the  operations  of  a  public 
utility,  particularly  with  regard  to  changing  of  rates  for  its 
service,  is  such  that  consideration  of  future  earnings  is 
essential.  Unlike  other  businesses,  it  cannot  raise  prices 
immediately  when  it  foresees  or  first  experiences  a  decline 
in  earnings.  With  a  public  utility,  there  is  always  a  lag 
between  the  time  the  need  for  an  increase  in  rates  is  deter¬ 
mined  as  necessary,  the  time  it  is  applied  for  and  the  time 
it  finally  becomes  effective.  In  addition  to  this  normal  lag, 
a  utility,  unless  projections  of  future  earnings  are  con¬ 
sidered,  can  have  no  relief  until  it  has  experienced  a  sub¬ 
stantial  period  of  deficient  earnings.  In  any  case,  this  would 
result  in  a  period  of  deficient  earnings  over  such  an  extended 
period  that  the  recovery  necessary  to  attract  additional 
capital  economically  would  be  extremely  difficult 
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Q.  Please  explain  briefly  the  reasons  for  adopting  the 
tweve  month  period  ending  June  1951  as  the  test  period. 
A.  There  were  two  basic  reasons  for  our  adoption  of  the 
twelve  month  period  ending  June  30,  1951,  as  the  test 
period.  First,  having  information  as  to  the  deficiency  in 
earnings  of  the  past  and  the  significant  downward  trend 
being  experienced  in  recent  periods,  it  was  deemed 

58  important  to  project  earnings  at  least  a  year  ahead. 
We  believed  that  our  annual  dollar  needs  could  best 

be  demonstrated  to  the  Commission  by  basing  it  on  the 
foreseeable  future.  In  this  way,  factors  such  as  growth 
in  sales  are  taken  into  consideration,  which  is  not  present 
when  the  test  period  is  some  time  past. 

Second,  it  is  contemplated  that  our  next  major  financing 
will  have  to  be  done  some  time  in  the  last  half  of  1951.  It 
is,  therefore,  most  important  and  absolutely  necessary  that 
our  earnings  be  improved  substantially  by  the  end  of  June 
1951,  since  such  financing  must  be  accomplished  primarily 
on  the  basis  of  such  earnings  to  be  successfully  accom¬ 
plished.  The  financing  to  be  done  in  1951  will  probably  be 
based  upon  a  prospectus  containing  financial  statements 
for  the  period  ending  June  30,  1951. 

Q.  Mr.  Dunn,  were  Exhibits  5  through  12  prepared  at 
your  direction  and  under  your  supervision  ?  A.  They  were. 

Q.  Have  you  an  exhibit  to  present  which  shows  the  earn¬ 
ings  of  the  company  for  the  various  twelve  month  periods 
on  the  basis  you  have  just  described?  A.  Yes.  Pepco  Ex¬ 
hibit  No.  5,  consisting  of  4  pages,  the  first  of  which  is  a 
graphic  presentation,  titled:  “Trend  of  Earnings.”  It 
contains  the  data  on  earnings  and  earnings  ratios,  both  in 
the  form  of  graphs  and  tabulations,  which  clearly 

59  indicate  the  need  for  immediate  and  substantial  im¬ 
provement  in  earnings. 

Q.  Will  you  now  refer  to  page  1  of  Exhibit  No.  5,  titled 
“Trend  of  Earnings,”  and  explain  the  significance  of  the 
curves  shown  on  this  chart.  A.  This  chart  contains  three 
curves.  The  top  one  represents  the  dollars  of  total  oper- 
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ating  revenue.  The  middle  one  represents  dollars  of  gross 
income.  The  bottom  one  represents  the  dollars  of  earnings 
available  for  common  stock.  The  scale  on  the  left  side  of  the 
chart  is  expressed  in  millions  of  dollars  with  each  cross- 
line  representing  $5,000,000  dollars.  Across  the  bottom  of 
the  chart,  you  will  note  that  each  of  the  vertical  spaces 
represents  a  twelve  month  period  ended  or  ending  on  the 
date  shown. 

The  terms  used  as  labels  on  specific  curves  in  this  and 
the  other  charts  are  standard  throughout  and  it  may  be 
well  to  explain  their  meaning.  ‘ ‘  Actual”  represents  actual 
results  through  the  twelve  month  period  ended  June  30, 
1950  and  forecasted  results  after  such  date  under  existing 
rates.  “ Proposed’’  represents  forecasted  results,  assum¬ 
ing  the  proposed  rate  schedules  become  effective  on  all 
meter  readings  made  on  and  after  September  20, 1950,  so  as 
to  be  first  reflected  in  the  company’s  October  1950  revenues. 

With  respect  to  total  operating  revenue,  it  will  be  noted 
that  the  increase  of  $2,529,000  for  the  year  ended 
60  December  31,  1947  over  the  year  ended  December  31, 
1946,  made  no  significant  change  in  either  gross  in¬ 
come  or  amount  available  for  common  stock.  Total  oper¬ 
ating  revenue  increased  rapidly  from  the  twelve  months 
ended  December  31,  1947  through  the  twelve  months  ended 
August  31, 1949.  This  increase  reflected  the  normal  growth 
and  the  higher  rate  level  authorized  in  July  1948.  From 
August  1949  through  the  twelve  months  ending  December 
31,  1951,  the  increase  is  less  rapid  and  the  growth  will 
amount  to  approximately  $4,446,000  on  the  basis  of  present 
rates. 

The  increase  in  total  operating  revenue  had  an  effect 
on  gross  income,  which  increased  gradually  from  December 
31, 1947  to  a  high  point  of  $6,600,000  for  the  twelve  months 
ended  September  30,  1949.  From  such  date  it  practically 
maintains  a  straight  line  through  the  twelve  months  ending 
December  31,  1951,  varying  between  $6,178,000  and  $6,731,- 
000.  The  amount  available  for  common  stock  shows  a 
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gradual  increase  of  $1,146,000  from  December  31,  1947 
through  September  30,  1949,  a  high  point  of  $4,066,000. 
From  such  date,  the  amount  declined  and  it  practically 
maintains  a  straight  line  from  November  30,  1949  through 
the  twelve  months  ending  December  31,  1951.  The  esti¬ 
mated  amount  is  $3,858,000  for  that  period. 

Q.  Does  this  chart  reflect  the  effect  of  the  proposed  rate 
increase?  A.  The  broken  lines  show  the  effect  of  the 

61  proposed  rate  schedules  on  total  operating  revenue, 
gross  income,  and  amount  available  for  common 

stock,  if  the  proposed  rates  are  first  reflected  in  October 
1950  revenues.  It  is  estimated  that  the  new  rates  will  pro¬ 
duce  $43,000,000  of  total  operating  revenue,  $8,900,000  of 
gross  income,  and  about  $6,000,000  available  for  common 
stock  for  the  twelve  months  to  end  December  31,  1951. 

Q.  Please  refer  to  page  2  of  Exhibit  No.  5  and  explain 
the  significance  of  the  curves  shown  on  this  chart.  A.  The 
upper  curve  shows  the  relationship  of  gross  income  in  per 
cent  of  total  capitalization,  the  middle  curve  is  gross  income 
times  total  interest,  and  the  lower  curve  shows  earnings 
per  share  of  common  stock  expressed  in  dollars  for  the 
same  periods  as  are  included  on  page  1  of  this  exhibit. 

Gross  income  in  per  cent  of  total  capitalization  was  5.2 
per  cent  for  the  twelve  months  ended  December  31,  1946,  it 
dropped  to  4.2  per  cent  for  the  twelve  months  ended  Janu¬ 
ary  31,  1948  and  rose  gradually  from  that  point  to  5.3  per 
cent  for  the  twelve  months  ended  November  30,  1948.  After 
declining,  it  again  reached  5.3  per  cent  for  the  twelve  months 
ended  April  30,  1949.  After  the  sale  of  additional  securi¬ 
ties  in  May  1949,  it  dropped  to  4.7  per  cent.  At  April  30, 
1950,  it  was  4.9  per  cent  and  following  the  sale  of  securities 
in  May  1950,  it  dropped  to  4.4  per  cent.  Giving  effect  to  the 
1951  financing,  this  ratio  drops  to  4.2  per  cent  at 

62  December  31, 1951. 

The  gross  income  times  total  interest  was  3.5  times 
at  December  31,  1946  and  has  never  since  reached  such 
point.  From  April  1948  this  ratio  remained  fairly  constant 
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at  3  times  until  the  twelve  months  ended  November  1949,  and 
then  it  declines  until  it  reaches  2.6  times  as  at  September 
30,  1950.  It  will  not  exceed  2.8  times  thereafter. 

The  earnings  per  share  of  common  stock  reached  a  high 
of  $1.21  for  the  twelve  months  ended  April  30, 1949.  Follow¬ 
ing  a  dilution  of  $1.04,  as  the  result  of  the  sale  of  592,250 
shares  of  common  stock  in  May  1949,  the  earnings  per  share 
gradually  increased  to  $1.14  at  September  30, 1949.  It  then 
declined  to  $1.05  at  April  30,  1950  and  at  May  31,  1950, 
after  the  sale  of  710,700  shares  of  common  stock,  the  re¬ 
sulting  dilution  reduced  earnings  per  share  to  87  cents. 
It  is  anticipated  that  earnings  per  share  will  vary  between 
81  cents  and  91  cents  until  the  further  dilution  resulting 
from  a  proposed  sale  of  common  stock  in  1951  whereby 
earnings  will  drop  to  75  cents  at  December  31,  1951,  if 
existing  rates  remain  in  effect. 

Q.  Does  this  chart  also  reflect  the  effect  of  the  proposed 
rate  increase?  A.  The  broken  lines  indicate  the  coverage 
ratios  which  we  believe  would  be  attained,  before  and  after 
1951  financing,  provided  the  new  rate  levels  are  first  re¬ 
flected  in  October  1950  revenues. 

63  Q.  Will  you  comment  with  respect  to  pages  3  and 
4  of  Exhibit  No.  5.  A.  Pages  3  and  4  of  Exhibit 
No.  5  contain  the  supporting  data  for  the  charts  compris¬ 
ing  pages  1  and  2. 

Q.  On  the  basis  of  Exhibit  No.  5,  what  conclusions  have 
you  reached?  A.  Under  no  circumstances  could  any  part 
of  the  needed  financing  for  1951  or  1952  be  satisfactorily 
accomplished  with  a  record  of  earnings  as  projected  under 
present  rate  levels.  On  the  basis  of  present  earnings  per 
share  of  common  stock  of  87  cents — June  30,  1950 — and 
reaching  a  low  of  81  cents  as  at  September  30,  1950  and  the 
probability  of  reaching  91  cents  as  at  October  31,  1951,  a 
year  and  one  month  later,  no  one  could  say  that  such  earn¬ 
ing  power  meets  the  standards  of  adequacy,  reasonable¬ 
ness,  maintenance  of  credit,  assurance  of  confidence  in  the 
financial  soundness  of  the  company  and  the  attraction  of 
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additional  capital.  Any  financing1,  no  matter  how  neces¬ 
sary,  if  attempted  under  present  or  prospective  earnings, 
at  existing  rate  levels,  would  adversely  affect  the  security 
holders  of  the  company. 

The  persons  who  invested  $58, 70S, 000  in  the  company  in 
the  four-year  period  1947-1950  are  watching  continually 
the  treatment  being  accorded  their  investment  in  an  en¬ 
deavor  to  forsee  what  may  be  expected  in  the  future.  No 
one  who  had  purchased  common  stock  of  the  com- 

64  pany  which  was  offered  to  holders  in  1949  and  1950 
and  who  receives  future  earning  reports  as  shown 

in  Exhibit  No.  5  could  believe  that  his  invested  capital  was 
being  fairly  and  reasonably  treated.  It  must  always  be 
kept  in  mind  that  the  company  must  continuously  go  back 
to  its  security  holders  to  obtain  the  capital  necessary  for 
the  proper  discharge  of  its  public  duties. 

It  is  not  our  intention  to  present  evidence  with  respect 
to  cost  versus  value,  nor  do  I  propose  to  dwell  on  the  sub¬ 
ject  of  inflation,  but  it  has  been  stated  in  this  record  by  Mr. 
Ferry  that  today’s  dollar  will  purchase  about  one-half  of 
what  the  1939  dollar  would  purchase.  Stockholders,  and 
we  have  over  39,000  holders  of  common  stock,  are  experi¬ 
encing  the  same  effect. 

Q.  Have  you  an  exhibit  reflecting  the  company’s  growth? 
A.  Yes.  Exhibit  No.  6,  consisting  of  3  pages,  was  prepared 
to  show  the  relative  growth  in  total  property  and  plant, 
total  capitalization,  and  rate  base  as  computed  in  accord¬ 
ance  with  the  formula  of  the  Commission. 

The  total  property  and  plant  was  $113,837,000  as  at  De¬ 
cember  31,  1946  and  $169,719,000  as  at  June  30,  1950,  rep¬ 
resenting  an  increase  of  $55,SS2,000  or  49  per  cent.  It  is 
estimated  that  total  property  and  plant  will  be  $190,125,000 
at  December  31,  1951,  an  increase  of  $76,2SS,000  or  67  per 
cent  over  the  amount  at  December  31,  1946,  total  plant  and 
property  as  shown  on  the  upper  curve. 

65  This  exhibit  shows,  the  middle  curve,  total  capi¬ 
talization  of  $86,918,000  as  at  December  31,  1946  as 


35 


compared  with  $144,708,000  as  at  June  30,  1950.  This  is 
an  increase  of  $57,790,000  or  66  per  cent.  In  order  to  con¬ 
tinue  the  construction  program,  the  total  capitalization  of 
the  company  will  be  approximately  $160,589,000  at  Decem¬ 
ber  31,  1951.  This  is  an  increase  of  $73,671,000  or  85  per 
cent  over  the  amount  at  December  31,  1946. 

The  weighted  rate  base  was  $85,030,000  as  at  December 
31,  1946  as  compared  with  $121,056,000  as  at  June  30,  1950 
reflecting  an  increase  of  $36,026,000  or  42  per  cent.  The 
projected  rate  base  of  $146,926,000  at  December  31,  1951 
represents  an  increase  of  $61,896,000  or  73  per  cent  over 
the  amount  at  December  31,  1946. 

Compare,  for  example,  the  total  capitalization  of  $86,- 
918,000  and  the  weighted  rate  base  of  $85,705,000  as  at 
December  31,  1946  with  the  total  capitalization  of  $144,708,- 
000  and  the  weighted  rate  base  of  $121,056,000  as  at  June 
30,  1950.  As  at  December  31,  1946,  total  capitalization  ex¬ 
ceeded  the  weighted  rate  base  by  only  $1,213,000  or  1.4  per 
cent,  but  as  at  June  30,  1950,  the  total  capitalization  ex¬ 
ceeded  the  weighted  rate  base  by  $23,652,000  or  20  per  cent. 
It  is  estimated  that  such  excess  will  still  amount  of  $13,663,- 
000  at  December  31,  1951. 

Serious  thought  should  be  given  to  this  element 
66  because  interest  and  dividends  begin  at  the  date  new 
capital  is  obtained  but  the  new  capital  is  not  reflected 
in  the  weighted  rate  base  until  the  lapse  of  a  substantial 
period  of  time.  For  example,  the  total  capitalization  at 
the  end  of  May  1950  is  slightly  over  $144,000,000  while  the 
rate  base  does  not  reach  such  a  level  until  sixteen  months 
later,  the  end  of  September  1951.  During  this  sixteen- 
month  period,  it  is  contemplated  that  total  capitalization 
will  have  to  be  increased  by  at  least  another  $10,000,000. 

Q.  Pages  2  and  3  of  Exhibit  No.  6  are  supporting  data 
for  the  chart?  A.  That  is  correct. 

Q.  Please  refer  to  Exhibit  No.  7  and  make  whatever 
comments  you  believe  are  necessary.  A.  Exhibit  No.  7, 
consisting  of  2  pages,  shows  the  trend  of  growth  in  capital- 
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ization  versus  earnings  by  index  numbers  using  December 
31,  1946  as  100.  From  such  date  to  December  31,  1951,  re¬ 
flecting  the  necessary  additions  to  capital,  total  capitaliza¬ 
tion  shows  a  growth  of  84.8  per  cent,  total  operating  rev¬ 
enue  a  growth  of  61.5  per  cent,  and  gross  income  a  growth 
of  only  4S.5  per  cent. 

This  exhibit  is  a  direct  demonstration  that  the  growth  in 
earnings  is  not  keeping  pace  with  the  growth  in  total  cap¬ 
italization. 

Q.  Please  explain  the  Exhibit  No.  8,  titled  “Dol- 
67  lars  of  Gross  Income  Required.”  A.  Exhibit  No.  8 
shows  the  dollars  of  gross  income  required,  based 
upon  a  range  of  earnings  equal  to  from  5^  to  6V*>  per  cent 
of  total  capitalization,  as  compared  with  gross  income  un¬ 
der  existing  rate  levels  and  proposed  rate  levels. 

In  my  opinion,  the  dollars  needed  or  the  dollars  earned 
should  be  considered  as  reasonable  when  they  fall  within 
a  range.  The  testing  of  earnings  for  adequacy  and  reas¬ 
onableness  is  not  a  matter  of  mathematical  precision,  but 
is  a  matter  of  sound  judgment  wfliich,  when  based  upon 
a  number  of  considerations,  is  preferable  to  any  hard  and 
fast  rule.  One  of  the  considerations  contributing  to  sound 
judgment  would  be  an  analysis  of  the  actual  statement  of 
income  for  a  given  period  compared  with  a  pro  forma 
statement  of  income  reflecting  the  capital  needs  of  the 
immediate  future. 

The  present  and  pro  forma  earning  capacity  should  be 
within  the  suggested  range  with  the  earnings  before  financ¬ 
ing  being  at  a  higher  level  within  the  range,  and  the  pro 
forma  earnings,  after  giving  effect  to  financing,  at  a  lower 
level  within  the  range.  This  would  protect  the  coverage 
ratios  after  the  first  financing  and  permit  the  additional 
revenues,  if  any,  derived  from  operations  to  rebuild  the 
earning  capacity  to  a  point  within  the  range  wfliere  there 
wTould  be  earnings  prior  to  the  next  financing  to  absorb 
the  impact  of  its  dilution  factors. 
*•*•*•»*# 
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69  Mr.  Await:  We  are  not  interested  in  that.  We 
would  want  the  people,  and  you  haven’t  qualified  this 

at  all.  It  is  still  hearsay.  I  still  object  to  it. 

Mr.  Reilly:  We  will  abide  by  the  Chairman’s  ruling. 

Mr.  Await:  Well,  I  should  think  you  would. 

Chairman  Flanagan :  You  are  making  a  motion  to  strike 
what  portion,  Mr.  Await? 

Mr.  Await:  The  last  answer,  Mr.  Chairman,  beginning 
with  “I  checked  my  judgment.”  We  have  no  chance  to 
examine  54  experts  or  any  opportunity  to  examine  them. 

***•#•*** 

70  Mr.  Reilly:  All  we  have  done  in  this  exhibit  is  to 
show  what  the  answers  were.  It  is  not  any  proof  of 

wdiether  that  is  correct  or  not  the  correct  range.  Further¬ 
more,  I  would  like  to  correct  the  record.  When 

71  either  Mr.  Sparks  or  Mr.  Await — I  don’t  know  which 
— said  that  we  would  not  offer  them  publicly,  when 

we  asked  for  these  opinions  of  these  experts  it  was  with  the 
understanding  their  names  would  not  be  used.  I  didn’t 
say  we  would  not  let  anybody  examine  these.  I  said  we 
would  not  let  the  names  be  used  publicly.  Mr.  Sparks  can 
go  over  and  examine  the  replies. 

Mr.  Sparks:  We  want  to  cross-examine  the  experts,  not 
look  at  the  replies. 

Mr.  Reilly:  I  think  the  Chairman  has  ruled  on  the  evi¬ 
dentiary  question. 

Mr.  Leeman:  I  would  like  to  support  Mr.  Await  on  the 
objection.  The  purpose  of  this  is  to  influence  the  decision 
of  the  Commission.  If  it  is  admitted,  it  is  in  there,  and  I 
think  that  we  should  have  the  right  to  cross-examine  those 
experts.  I  think  that  he  is  entitled  to  the  opinion,  but  I 
don’t  think  this  should  go  into  the  record.  The  only  pur¬ 
pose  of  offering  it  is  to  influence  the  decision  of  the  Com¬ 
mission. 

***•»•*•• 

72  Chairman  Flanagan:  The  objection  is  overruled. 
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By  Mr.  Reilly: 

Q.  Mr.  Dunn,  do  you  have  any  further  comments  with 
respect  to  Exhibit  No.  8?  A.  Yes.  The  chart  which  is  page 
1  of  this  exhibit  is  a  graphic  presentation  of  this  standard 
of  dollar  of  gross  income  required  on  the  basis  of  total  cap¬ 
italization  as  of  the  end  of  the  various  periods  shown. 

Mr.  Await:  Mr.  Chairman,  I  make  the  same  objection  I 
made  before  to  this  answer.  I  call  your  attention  to  the 
fact  that  Exhibit  8  says  “based  upon  opinions  of  security 
analvsts.” 

Mr.  Reilly:  Mr.  Chairman,  I  don’t  believe  the  wit- 
73  ness  had  a  chance  to  finish  his  answer  as  I  think  Mr. 

Await  made  his  objection  before  he  could  complete 
his  answer,  and  I  would  like  him  to  complete  it. 

Mr.  Await:  My  objection  was  to  any  answer. 

Mr.  Reilly:  Well,  he  has  already  ruled  that  an  answer, 
Mr.  Await. 

Chairman  Flanagan:  Proceed. 

The  Witness:  The  chart  which  is  page  1  of  this  exhibit 
is  a  graphic  presentation  of  this  standard  of  dollar  of  gross 
income  required  on  the  basis  of  total  capitalization  as  of  the 
end  of  the  various  periods  shown. 

The  top  line  labeled  “Range”  represents  the  upper  level 
of  gross  income  required,  based  upon  614  per  cent  of  total 
capitalization.  The  next  lower  line  labeled  “Range”  rep¬ 
resents  the  lower  level  of  gross  income  required,  based  upon 
514  per  cent  of  total  capitalization. 

To  accomplish  the  objectives  which  I  have  just  been  dis¬ 
cussing,  actual  earnings  should  stay  within  this  range.  For 
instance,  the  earnings  for  the  twelve  months  ended  April 
30, 1949  should  have  been  near  the  top  of  the  range  in  order 
to  stay  within  the  lower  limits  of  the  range  after  the  fi¬ 
nancing  accomplished  in  May  1949.  Similarly,  earnings 
should  have  gradually  increased  and  again  approached  the 
top  of  the  range  at  April  1950,  in  order  to  cover  the  financ¬ 
ing  done  in  May  of  this  year. 
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74  The  line  labeled  “Actual”  reflects  earnings  under 
existing  rates.  It  will  be  noted  that  the  actual  earn¬ 
ings  have  never  been  within  the  range  and  that  only  once — 
the  twTelve  months  ended  April  30, 1949,  did  the  actual  earn¬ 
ings  come  at  all  close  to  the  lower  level  of  this  range. 

The  impact  of  the  1949  and  1950  financing,  without  cor¬ 
responding  improvement  in  earnings,  is  reflected  by  the 
growing  separation  of  the  actual  line  from  even  the  lower 
level  of  the  range. 

The  broken  line  indicates  the  anticipated  earnings  if  the 
proposed  rates  are  first  reflected  in  the  October  1950  reve¬ 
nues.  The  increases  in  earnings  anticipated  would  only 
place  us  slightly  above  the  lower  lev&i  of  the  range  at  De¬ 
cember  31, 1951. 

Q.  Have  you  compared  the  annual  dollar  needs  of  the 
company  against  another  sUAdard  ?  A.  Yes.  I  have  adopt¬ 
ed  as  another  standard  the  one  which  the  Commission,  in  its 
opinion  dated  July  22,  1944,  stated  with  approval — the  oft 
repeated  judicial  requirement  that  the  return  to  a  utility 
be  such  as  to  enable  it,  under  efficient  and  economical  man¬ 
agement,  to  meet  all  of  its  capital  obligations  and  to  pro¬ 
vide  an  amount  for  the  payment  of  reasonable  dividends 
and  the  retention  in  surplus  of  a  reasonable  amount  of  earn¬ 
ings,  thus  maintaining  its  credit  and  enabling  it  to  con¬ 
tinue  to  attract  capital  on  favorable  terms  for  the 

75  proper  discharge  of  its  public  duties.  I  have  inter¬ 
preted  this  statement  to  mean  that  the  utility  should 

be  permitted  to  earn  on  its  equity  capital  an  amount  which 
would  be  sufficient  to  meet  the  end  result  standards,  that  is 
the  established  dividend  rate  and  the  retention  in  surplus 
of  a  reasonable  cushion.  Furthermore,  such  end  result 
would  then  be  tested  against  the  amount  of  the  dividend 
coverages  on  common  stock  available  to  provide  for  the 
sale  of  additional  shares. 

This  test  with  respect  to  earnings  for  common  stock  is 
similar  to  that  which  I  have  previously  discussed  concern¬ 
ing  dollars  of  gross  income  required.  In  both  instances, 
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By  Mr.  Reilly: 

Q.  Mr.  Dunn,  do  you  have  any  further  comments  with 
respect  to  Exhibit  No.  8?  A.  Yes.  The  chart  which  is  page 
1  of  this  exhibit  is  a  graphic  presentation  of  this  standard 
of  dollar  of  gross  income  required  on  the  basis  of  total  cap¬ 
italization  as  of  the  end  of  the  various  periods  shown. 

Mr.  Await:  Mr.  Chairman,  I  make  the  same  objection  I 
made  before  to  this  answer.  I  call  your  attention  to  the 
fact  that  Exhibit  8  says  “based  upon  opinions  of  security 
analysts.” 

Mr.  Reilly :  Mr.  Chairman,  I  don ’t  believe  the  wit- 
73  ness  had  a  chance  to  finish  his  answer  as  I  think  Mr. 

Await  made  his  objection  before  he  could  complete 
his  answer,  and  I  would  like  him  to  complete  it. 

Mr.  Await:  My  objection  was  to  any  answer. 

Mr.  Reilly:  Well,  he  has  already  ruled  that  an  answer, 
Mr.  Await. 

Chairman  Flanagan:  Proceed. 

The  Witness:  The  chart  which  is  page  1  of  this  exhibit 
is  a  graphic  presentation  of  this  standard  of  dollar  of  gross 
income  required  on  the  basis  of  total  capitalization  as  of  the 
end  of  the  various  periods  shown. 

The  top  line  labeled  “Range”  represents  the  upper  level 
of  gross  income  required,  based  upon  6^  per  cent  of  total 
capitalization.  The  next  lower  line  labeled  “Range”  rep¬ 
resents  the  lower  level  of  gross  income  required,  based  upon 
Sy2  per  cent  of  total  capitalization. 

To  accomplish  the  objectives  which  I  have  just  been  dis¬ 
cussing,  actual  earnings  should  stay  within  this  range.  For 
instance,  the  earnings  for  the  twelve  months  ended  April 
30, 1949  should  have  been  near  the  top  of  the  range  in  order 
to  stay  within  the  lower  limits  of  the  range  after  the  fi¬ 
nancing  accomplished  in  May  1949.  Similarly,  earnings 
should  have  gradually  increased  and  again  approached  the 
top  of  the  range  at  April  1950,  in  order  to  cover  the  financ¬ 
ing  done  in  May  of  this  year. 


39 


74  The  line  labeled  “  Actual”  reflects  earnings  under 
existing  rates.  It  will  be  noted  that  the  actual  earn¬ 
ings  have  never  been  within  the  range  and  that  only  once — 
the  twelve  months  ended  April  30, 1949,  did  the  actual  earn¬ 
ings  come  at  all  close  to  the  lower  level  of  this  range. 

The  impact  of  the  1949  and  1950  financing,  without  cor¬ 
responding  improvement  in  earnings,  is  reflected  by  the 
growing  separation  of  the  actual  line  from  even  the  lower 
level  of  the  range. 

The  broken  line  indicates  the  anticipated  earnings  if  the 
proposed  rates  are  first  reflected  in  the  October  1950  reve¬ 
nues.  The  increases  in  earnings  anticipated  would  only 
place  us  slightly  above  the  lower  level  of  the  range  at  De¬ 
cember  31, 1951. 

Q.  Have  you  compared  the  annual  dollar  needs  of  the 
company  against  another  stcl'idard  ?  A.  Yes.  I  have  adopt¬ 
ed  as  another  standard  the  one  which  the  Commission,  in  its 
opinion  dated  July  22,  1944,  stated  with  approval — the  oft 
repeated  judicial  requirement  that  the  return  to  a  utility 
be  such  as  to  enable  it,  under  efficient  and  economical  man¬ 
agement,  to  meet  all  of  its  capital  obligations  and  to  pro¬ 
vide  an  amount  for  the  payment  of  reasonable  dividends 
and  the  retention  in  surplus  of  a  reasonable  amount  of  earn¬ 
ings,  thus  maintaining  its  credit  and  enabling  it  to  con¬ 
tinue  to  attract  capital  on  favorable  terms  for  the 

75  proper  discharge  of  its  public  duties.  I  have  inter¬ 
preted  this  statement  to  mean  that  the  utility  should 

be  permitted  to  earn  on  its  equity  capital  an  amount  which 
would  be  sufficient  to  meet  the  end  result  standards,  that  is 
the  established  dividend  rate  and  the  retention  in  surplus 
of  a  reasonable  cushion.  Furthermore,  such  end  result 
would  then  be  tested  against  the  amount  of  the  dividend 
coverages  on  common  stock  available  to  provide  for  the 
sale  of  additional  shares. 

This  test  with  respect  to  earnings  for  common  stock  is 
similar  to  that  which  I  have  previously  discussed  concern¬ 
ing  dollars  of  gross  income  required.  In  both  instances, 
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present  earnings  must  be  examined  in  the  light  of  necessary 
coverage  for  future  capital  requirements. 

For  instance,  in  both  the  1949  and  1950  sales  of  common 
stock  by  the  company,  the  principal  question  which  inter¬ 
ested  all  concerned  centered  around  the  earnings  before 
the  sale  of  additional  shares  and  the  pro  forma  earnings 
reflecting  the  sale  of  such  additional  shares  with  all  inter¬ 
est  requirements  on  debt  securities  being  stated  on  an  an¬ 
nual  basis. 

This  standard  is  demonstrated  by  Exhibit  No.  9.  Before 
discussing  page  1  of  Exhibit  No.  9,  I  wfish  to  direct  atten¬ 
tion  to  page  2  of  this  exhibit  which  shows  the  development 
of  required  range  of  earnings  for  common  stock  for  the 
test  period — twelve  months  period  ending  June  30, 
76  1951.  This  is  a  condensed  statement  comparing  the 

anticipated  results  of  operations,  under  existing 
rates,  with  the  level  of  earnings  required  to  meet  certain 
end  results  after  the  proposed  financing. 

Columns  (3)  and  (4)  were  calculated  to  reflect  a  common 
stock  dividend  coverage  equal  to  a  70  per  cent  payout  basis. 
Thus,  to  earn  $1.29  per  share  on  5,117,040  shares,  the 
amount  to  be  outstanding  after  financing,  it  would  be  nec¬ 
essary  to  earn  $1.59  per  share  on  4,264,200  shares  outstand¬ 
ing  prior  to  financing.  In  order  to  accomplish  this  result, 
gross  income  would  be  $9,545,000.  This  would  be  equivalent 
to  6.2  per  cent  on  total  capitalization  prior  to  financing  and 
5.9  per  cent  after  financing,  and  on  the  same  basis,  total 
annual  interest  requirements  would  be  earned  4.1  times 
and  3.8  times  respectively. 

Columns  (5)  and  (6)  reflect  the  earnings  requirement  to 
provide  a  common  stock  dividend  coverage  equal  to  a  75 
per  cent  payout  basis.  In  this  instance,  to  earn  $1.20  per 
share  on  5,117,040  shares,  the  amount  to  be  outstanding 
after  financing,  it  would  be  necessary  to  earn  $1.48  on 
4,264,200  shares  outstanding  prior  to  financing.  This  would 
require  gross  income  of  $9,084,000  equivalent  to  5.9  percent 
on  total  capitalization  prior  to  financing  and  5.7  per  cent 
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after  financing  and  on  the  same  basis,  total  annual  interest 
requirements  before  and  after  financing  would  be 

77  earned  3.9  times  and  3.6  times,  respectively. 

Columns  (7)  and  (8)  reflect  a  common  stock  divi¬ 
dend  coverage  equal  to  an  80  per  cent  payout  basis.  The  re¬ 
lationship  of  earnings  per  share  of  common  stock  on  this 
basis  before  and  after  financing  would  be  $1.39  and  $1.12, 
respectively.  The  gross  income  requirement  before  financ¬ 
ing  would  be  $8,701,000  resulting  in  5.6  per  cent  on  total 
capitalization  prior  to  the  financing  and  5.4  per  cent  after 
financing.  The  total  annual  interest  requirements  in  this 
instance  before  and  after  financing  would  be  earned  3.7 
times  and  3.4  times,  respectively. 

Columns  (9)  and  (10)  were  calculated  to  reflect  a  com¬ 
mon  stock  dividend  coverage  equal  to  an  85  per  cent  payout 
basis.  The  required  earnings  per  share  of  common  stock 
before  and  the  resulting  earnings  after  financing  would  be 
$1.32  and  $1.06  respectively.  The  gross  income  required, 
in  this  case,  would  be  $8,368,000  which  would  be  5.4  per  cent 
and  5.2  per  cent  of  total  capitalization  before  and  after 
financing.  This  result  does  not  meet  the  lower  level  of  the 
range  of  return  on  total  capitalization  which  I  have  pre¬ 
viously  indicated  was  necessary. 

The  requirements  developed  on  these  bases  should  then 
be  compared  with  Column  (2)  which  shows  the  anticipated 
earnings  under  existing  rates  of  only  89  cents  per  share  of 
common  stock,  2.8  times  total  interest  requirement 

78  and  4.2  per  cent  of  total  capitalization  all  of  which 
tests  fall  far  below  any  required  range  of  earnings. 

•  ##•••**• 

79  Q.  Mr.  Dunn,  before  the  luncheon  recess  you  were 
discussing  page  2  of  Exhibit  9,  which  reflects  the 

development  of  rates  of  earnings  for  common  stock  for  the 
test  period,  that  is,  for  the  12-month  period  ending  June 
30,  1951. 

I  will  now  ask  you:  Have  you  similar  data  for  the  cal¬ 
endar  years  1948  and  1949  ?A.  Yes.  Pages  3  and  4  con- 
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tain  the  same  information  with  respect  to  those  particular 
periods  and  were  prepared  to  provide  a  similar  test  to  com¬ 
pare  retroactively  with  the  actual  results  under  existing 
rates. 

Q.  Do  you  have  any  comments  with  respect  to  pages  2, 
3,  and  4  of  Exhibit  No.  9  ?A.  Yes.  I  believe  that  the  re¬ 

sults  indicated  by  this  exhibit  are  very  important,  because 
they  portray  the  dollars  needed  or  the  earnings  require¬ 
ment  in  order  to  accomplish  certain  results  that  are  funda¬ 
mental  to  the  assurance  of  confidence  in  the  financial  sound¬ 
ness  of  the  Company  and  for  the  attraction  of  needed  capi¬ 
tal. 

80  The  Company,  in  1949  and  1950,  issued  rights  to 
its  holders  of  common  stock  to  subscribe  to  a  total  of 
1,302,950  additional  shares,  equal  to  44  percent  of  the  total 
number  of  shares  outstanding  as  at  December  31,  1947. 
These  shares  were  sold  having  a  basic  annual  dividend  rate 
of  90  cents  per  share,  and  this  standard  which  I  have  been 
discussing  was  developed  recognizing  the  necessity  that 
this  dividend  rate  be  earned  by  a  sufficient  margin  to  pro¬ 
tect  the  holders  of  common  stock  and  maintain  their  confi¬ 
dence. 

Q.  Will  you  please  turn  to  page  1  of  Exhibit  9,  which  is 
the  chart  accompanying  that  exhibit,  and  let  us  have  your 
comments  with  respect  to  it.  A.  Page  1  of  Exhibit  9  is  a 
graphic  presentation  of  the  range  of  the  required  earnings 
under  this  standard,  compared  with  the  actual  earnings 
under  existing  rates  and  the  earnings  which  will  result  if 
the  proposed  rates  are  first  reflected  in  revenues  for  Octo¬ 
ber  1950. 

The  top  chart  indicates  the  comparison  on  the  basis  of 
total  dollars  of  required  earnings  for  common  stock,  and 
the  chart  at  the  bottom  of  the  page  contains  the  same  in¬ 
formation  expressed  on  the  basis  of  earnings  per  share  of 
common  stock  outstanding  at  the  end  of  each  of  the  periods 
shown.  The  top  range  in  both  charts  is  based  upon  a  com¬ 
mon  stock  dividend  coverage  equal  to  a  70  percent  payout 
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basis,  and  the  lower  range  is  based  upon  a  common 

81  stock  dividend  coverage  equal  to  an  85  percent  basis. 
The  charts  were  prepared  by  taking  the  amount  of 

earnings  for  the  test  period  and  for  the  twelve  months 
periods  ended  December  31,  1949  and  1948,  respectively, 
before  financing,  as  shown  in  columns  (3)  and  (9)  of  pages 
2,  3,  and  4  of  this  exhibit.  These  three  points  having  been 
established,  they  were  connected  by  equal  increments  to 
demonstrate  the  extent  of  the  range. 

The  decline  indicated  by  the  actual  line  from  December 
31,  1949,  through  December  31,  1951,  shows  the  urgent  need 
for  an  upward  adjustment  of  rates  to  be  effective  at  the 
earliest  possible  date.  The  difference  between  the  actual 
and  the  lower  portion  of  the  range  in  both  charts  indicates 
that  amounts  available  for  common  stock  have  not  been 
sufficient  to  even  assure  a  minimum  of  coverage.  The  lower 
chart  clearly  demonstrates  the  effect  of  earnings  dilution 
when  the  capital  needs  of  the  Company  must  be  obtained 
through  the  issuance  of  common  stock  and  the  required 
earnings  before  financing  to  provide  adequate  coverage  for 
such  dilution. 

Q.  Mr.  Dunn,  do  you  have  a  summary  comparison  of  the 
proposed  annual  dollar  improvement  of  earnings?  A.  Yes. 
Exhibit  No.  10,  which  is  based  upon  the  test  period,  that 
is,  the  tw-elve  months’  period  ending  June  30,  1951,  shows 
a  comparison  of  the  proposed  annual  improvement  in  earn¬ 
ings  which  the  Company  has  requested  with  the  deficiencies 
in  earnings  under  existing  rates. 

82  Column  (2)  shows  the  earnings  under  existing 
rates.  Columns  (3)  and  (4)  show  the  required  earn¬ 
ings  at  the  upper  and  lower  margins  of  the  two  ranges.  Col¬ 
umns  (5)  and  (6)  show  the  deficiencies  below  the  upper  and 
lower  margins  of  the  ranges  which  will  exist  with  earnings 
continuing  under  existing  rates.  Column  (7)  shows  the 
anticipated  annual  improvement  in  earnings  which  will 
result  from  the  proposed  rates. 
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The  top  tabulation  on  this  exhibit  shows  the  comparison 
with  the  earnings  required  on  total  capitalization.  At  the 
upper  margin  of  the  range  of  this  test,  the  deficiency  in 
operating  revenue,  line  1,  is  $5,820,000,  and  at  the  lower 
margin  of  the  range,  the  deficiency  is  $3,230,000.  The  re¬ 
quested  annual  improvement  of  earnings  is  $3,500,000, 
which  falls  only  slightly  above  the  deficiency  at  the  lower 
margin  of  the  range. 

A  similar  comparison  of  the  earnings  required  on  com¬ 
mon  stock  as  outlined  in  my  discussion  on  Exhibit  No.  9 
shows  that  in  columns  (5)  and  (6),  line  10,  the  deficiency  in 
operating  revenues  below  the  uper  margin  of  the  range 
is  $4,919,000,  and  the  deficiency  above  the  lower  margin  of 
the  range  is  $2,946,000.  Again  the  anticipated  annual  im¬ 
provement  in  earnings  under  the  proposed  rates  of  $3,500,- 
000  is  in  the  lower  half  of  the  range. 

A  similar  comparison  of  the  annual  improvement 
S3  in  earnings  at  the  gross  income  level  compared  with 
the  deficiencies  are  also  shown  on  this  exhibit. 

Page  2  of  this  exhibit  is  included  to  provide  information 
and  it  reflects  the  earnings  for  the  test  period  on  an  annual 
basis,  before  and  after  1951  financing  and  giving  annual 
effect  to  the  proposed  rates. 

Q.  Mr.  Dunn,  in  the  control  of  the  annual  income  of  the 
Company  exercised  by  the  Commission  under  its  Modified 
Sliding  Scale  Plan,  it  uses  a  test  against  which  it  compares 
the  actual  earnings  of  the  Company.  Have  you  any  com¬ 
ments  concerning  the  relationship  of  the  amount  of  dol¬ 
lars  of  earnings  used  by  the  Commission  in  its  test  with 
the  standards  of  required  earnings  which  you  have  been 
discussing?  A.  Yes.  The  amount  of  the  basic  return  is  the 
measure  used  by  the  Commission  in  its  review  and  control 
of  the  Company’s  annual  income.  I  have  compared  the 
amount  of  earnings  that  would  produce  the  basic  return 
as  compared  with  the  required  annual  earnings  for  the 
Company  which  have  been  demonstrated  by  the  standards 
I  have  used.  The  results  of  this  comparison  are  shown 
by  Exhibit  No.  11,  consisting  of  two  pages. 
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Page  2  of  this  exhibit  is  a  computation  of  the  earnings 
and  earnings  ratios  which  would  result  for  the  various 
periods  if  the  total  actual  operating  income  of  the  Com¬ 
pany  was  equal  to  the  amount  of  the  basic  return 

84  under  the  Commission’s  formula. 

This  statement  shows  that  at  the  end  of  the  test 
period,  twelve  months  period  ending  July  30, 1951,  the  gross 
income  would  be  3.3  times  the  total  interest  requirement. 
The  earnings  for  the  test  period  would  amount  to  $1.18  per 
share  of  common  stock  at  end  of  period  and  as  of  Decem¬ 
ber  31,  1951,  after  the  contemplated  financing,  these  earn¬ 
ings  would  be  diluted  to  about  $1.00  per  share. 

In  my  opinion,  an  amount  of  earnings  no  more  than 
equal  to  the  basic  return  would  not  meet  the  test  stated  by 
the  Commission  in  its  Order  No.  2796,  which  I  reviewed 
in  connection  with  my  discussion  of  Exhibit  No.  9.  The 
earnings  per  share  of  common  stock  produced  by  the  amount 
of  the  basic  return  does  not,  in  my  opinion,  provide  a  suf¬ 
ficient  coverage  above  the  established  dividend  rate  on  com¬ 
mon  stock.  The  cushion  above  dividend  requirements  with 
earnings  equal  to  the  basic  return  would  be  dangerously  low 
under  the  conditions  now  prevailing.  It  would  provide  a 
completely  inadequate  margin  to  cover  possible  develop¬ 
ments,  such  as  increases  in  operating  expenses  and  taxes. 
The  chart  which  is  page  1  of  Exhibit  No.  11  shows  the  re¬ 
lationship  of  earnings  equal  to  the  basic  return  and  the 
range  of  earnings  which  I  have  found  necessary  by  my 
standards.  This  chart  is  the  same  as  page  1  of  Exhibit  No. 
9,  except  that  we  have  added  a  dotted  line  representing 
the  earnings  equal  to  the  basic  return.  This  shows 

85  that  such  earnings  have  been  and  would  continue  to 
be  below  the  range  which  I  deem  essential. 

A  comparison  of  the  line  labeled  “P.U.C.  Basic  Return” 
and  the  line  labeled  “Actual”  indicates  that  under  existing 
rates,  the  actual  earnings  since  January  1950  have  fallen 
and  will  continue  to  fall  further  and  further  below  even 
the  amount  of  the  basic  return. 
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Q.  Mr.  Dunn,  will  you  explain  tlie  data  included  in  Ex¬ 
hibit  No.  12?  A.  Exhibit  No.  12,  consisting  of  10  pages, 
contains  the  income  statements  reflecting  the  results  of 
operations  under  existing  and  proposed  rates  for  the  vari¬ 
ous  twelve  month  periods  used  in  my  other  exhibits.  There 
is  also  included  a  statement  of  the  appropriate  adjustments 
we  found  necessary  to  make  to  the  recorded  results  of  op¬ 
erations  and  a  description  of  the  methods  used  in  develop¬ 
ing  the  forecasted  results  of  operations  for  the  future. 

These  data  are  being  presented  in  order  that  the  com¬ 
plete  information  supporting  my  Exhibits  Nos.  5  through 
11  will  be  available. 

Q.  What  are  your  conclusions  with  respect  to  the  data 
submitted  as  Exhibits  Nos.  5  through  12?  A.  Based  upon 
the  facts,  both  now  and  in  the  foreseeable  future,  there  is 
no  basis  upon  which  the  present  low  earnings  can  be  expect¬ 
ed  to  improve  under  existing  rates. 

86  In  my  opinion,  substantial  improvement  in  earn¬ 
ings  is  necessary  in  order  for  the  Company  to  con¬ 
tinue  to  invest  in  the  additions  to  property  and  plant  made 
necessary  by  its  obligations  to  the  public.  The  need  for 
improvement  in  earnings  to  meet  the  required  standards 
of  adequacy,  reasonableness,  the  maintenance  and  support 
of  credit,  the  assurance  of  confidence  and  the  attraction  of 
additional  capital  should  be  the  sole  consideration  in  the 
fixing  of  the  Company’s  rates. 

The  Company  is  requesting  only  a  minimum  increase  in 
its  operating  revenues  to  produce,  in  the  future,  the  mini¬ 
mum  dollar  needs.  Therefore,  it  is  important  that  the  pro¬ 
posed  rates  become  effective  at  the  earliest  possible  date. 

Mr.  Reilly:  That  completes  the  direct  examination  of 
Mr.  Dunn. 

##*##•##* 
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Cross  Examination 
By  Mr.  Sparks : 

**##•##•• 

SS  Q.  On  various  of  your  exhibits,  Mr.  Dunn,  particu¬ 
larly  Exhibit  No.  6,  page  1,  you  show  the  changes  in 
your  rate  base  from  1946  to  the  end  of  1951.  Who  furn¬ 
ished  that  material  for  inclusion  in  Exhibit  No.  6?  A. 
That  was  calculated  by  members  of  our  staff. 

Q.  Could  you  tell  us  who  that  was?  A.  I  can’t  tell  you 
exactly  who  it  was,  but  I  asked  the  accounting  department 
to  furnish  it  to  me. 

Q.  You  asked  the  accounting  department  to  furnish  it? 
A.  That’s  right. 

Q.  Let  me  ask  you  this,  Mr.  Dunn:  Do  you  have  avail¬ 
able  a  breakdown  of  this  figure  relating  to  rate  base 
S9  by  geographical  jurisdictions,  that  is,  District  of 
Columbia,  Maryland,  and  Virginia?  A.  No,  sir. 

Q.  Is  Mr.  Hayden  the  head  of  the  accounting  department? 
A.  Yes,  sir. 

***#•#*#• 

95  Q.  Will  you  refer  to  page  8  of  Exhibit  12  and  to 
the  second  full  paragraph,  where  reference  is  made 
to  the  forecast  being  the  result  of  a  composite  judgment  of 
the  staffs  of  the  rate,  commercial  and  system  planning  de¬ 
partments. 

Will  you  give  us  the  names  of  the  people  in  those  depart¬ 
ments  who  participated  in  this  composite  judgment?  A. 
Quite  a  group  of  them.  I  think  you  can  get  that  when  you 
have  a  meeting  on  this.  We  will  see  that  they  are  present. 
Q.  Will  you  give  us  as  many  as  you  can  now? 

Mr.  Reilly:  What  is  the  purpose  of  wanting  to  know  th* 
names  of  the  people? 

Mr.  Sparks :  I  can  state  that  purpose,  I  think,  Mr.  Chair  ■ 
roan.  Here  is  a  study  consisting  of  many,  many  pages, 
which  is  termed  by  the  witness  to  be  the  composite  judg¬ 
ment  of  so  many  people  that  the  witness  himself  can’t  give 
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us  all  the  names  now.  This  witness  purports  to  present 
this  testimony  and  to  be  the  sponsor  of  this  presenta- 

96  tion,  but  his  own  exhibit  shows  that  it  is  a  composite 
judgment  of  somebody,  and  we  have  no  way  of  de¬ 
termining  who  they  are,  nor  do  we  have  any  opportunity  to 
cross  examine  anybody  else  unless  we  know  who  they  are. 

Mr.  Reilly:  Mr.  Chairman,  this  exhibit  and  all  exhibits 
are  the  end-product  of  this  Applicant.  It  is  presented  here 
and  the  witness  is  on  the  stand  for  him  to  ask  questions 
about  it.  We  have  cooperated  with  the  Transit  Company. 
We  intend  to  cooperate  with  them  and  all  other  parties  in 
this  proceeding,  but  we  don't  want  to  get  down  where  we 
are  spending  days  and  days  with  individual  people  on  the 
stand. 

Our  people  are  willing  to  sit  down  and  meet  with  them. 
I  don’t  know  what  purpose  could  be  served  by  having  the 
names  of  every  person  that  participated  in  this  matter. 

Mr.  Sparks:  Well,  Mr.  Chairman,  it  is  quite  obvious  we 
can’t  cross  examine  for  the  record  in  a  conference,  and  I 
think  if  this  Commission  is  to  get  the  benefit  of  our  efforts 
that  we  have  got  to  have  the  information  on  the  record,  and 
that  is  the  purpose  of  this  question. 

Mr.  Reilly:  The  purpose  of  the  conference  would  be,  Mr. 
Chairman,  as  Judge  Prettyman  has  so  aptly  said  on  a  num¬ 
ber  of  occasions,  to  endeavor  to  reduce  and  clarify  the  cir¬ 
cumstances,  so  when  we  put  these  witnesses  back  on  the 
stand  for  this  comprehensive  cross  examination  the  Capi¬ 
tal  Transit  lawyers  would  be  in  a  much  better  posi- 

97  tion  to  conduct  a  clarified  and  comprehensive  adduce- 
ment  of  evidence  from  the  witness,  in  view  of  every¬ 
thing  they  learned  in  the  conference  procedure. 

Chairman  Flanagan:  You  wouldn’t  intend,  Mr.  Sparks, 
to  cross  examine,  or  would  you  contend  that  you  had  the 
right  to  cross  everybody  in  every  department  that  got  to¬ 
gether  figures  for  this  witness  to  present? 

Mr.  Sparks:  Yes,  I  think  so,  Mr.  Chairman;  and  particu¬ 
larly  anybody  who  participated  in  a  final  judgment,  such 
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as  this  exhibit  portrays.  That  is  even  more  important  than 
people  who  just  mechanically  furnished  information.  But 
here  are  people  who  collaborated  in  the  final  judgment  on 
this  exhibit,  and  I  think  we  should  know  who  they  are,  so 
that  if  we  want  to  we  could  have  the  opportunity  to  cross 
examine. 

Chairman  Flanagan :  Do  you  have  in  mind  the  chiefs  of 
various  departments  or  right  down  to  the  last  clerk  who 
analyzed - 

Mr.  Sparks:  No,  not  the  last  clerk,  Mr.  Chairman,  but 
anybody  who  actually  actively  participated  in  the  judgment. 

Chairman  Flanagan:  We  ought  to  have  a  little  under¬ 
standing  of  what  you  mean  by  “actively,”  because  you 
know  as  well  as  I  do  that  many  clerks  of  various  ratings 
participated  actively  in  preparing  vouchers  of  various 
kinds.  I  think  it  is  unheard  of  that  everyone  of  those 
should  be  subject  to  cross  examination. 

98  Now,  if  the  results  of  their  work  were  passed  up 
to  chiefs  of  sections,  there  might  be  some  point  to 
cross  examining  that  chief,  particularly  if  he  submitted 
his  recommendations  to  the  witness,  for  the  witness  to  form 
his  own  judgment  or  to  submit  them  as  a  collective  effort, 
if  he  so  desired.  But  there  should  be  some  line  of  demarca¬ 
tion  drawn  there.  Perhaps  that  line  can  be  arrived  at  most 
easily  by  conference,  and  perhaps  it  can  be  arrived  at  here 
now,  in  order  to  save  time. 

Mr.  Sparks:  That  may  be,  Mr.  Chairman,  and  we  don’t 
want  to  attempt  to  cross  examine  right  down  to  the  mes¬ 
senger  boy  or  the  clerk. 

I  just  mentioned  a  moment  ago  that  we  are  not  asking 
for  the  names  of  people  who  performed  the  mechanics  of 
getting  together  information,  not  just  the  mechanical  rou- 
time  work. 

Chairman  Flanagan :  Suppose  we  start  now  with  the  top 
flight  men  with  whom  Mr.  Dunn  might  have  conferred  in 
the  preparation  of  this  testimony,  and  let’s  see  where  that 
leads  us. 
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Mr.  Sparks:  I  think  they  would  be  the  first  ones,  Mr. 
Chairman,  to  fulfill  this  point  that  we  have  been  making, 
but  we  don’t  know  whether  or  not  they  are  the  only  ones 
who  participated  in  this  composite  judgment  made  by  the 
staffs  of  the  various  departments. 

Chairman  Flanagan :  I  think  that  would  be  very 

99  difficult  for  anybody  to  state,  even  the  one  who  pre¬ 
sents  it,  so  that  if  we  want  to  be  realistic  about  it 

let’s  start  with  the  top  flight  men,  and  then  see  where  that 
leads  us,  if  Mr.  Dunn  can  name  a  few  of  those  chiefly  re¬ 
sponsible  for  the  preparation  under  his  direction  of  the  data 
contained  in  this  proposal. 

Mr.  Reilly:  Mr.  Chairman,  I  would  like  to  be  heard  be¬ 
fore  any  names  are  given.  I  think  this  is  a  most  unusual 
procedure  and  request.  When  you  once  begin,  I  don ’t  know 
where  you  are  going  to  stop. 

This  witness  has  taken  the  stand  and  he  has  stated  that 
these  exhibits  5  through  12  were  under  his  direction  and 
supervision.  He  is  sponsoring  them.  He  is  the  policy  wit¬ 
ness  on  the  matter  of  this  financial  setup,  and  he  is  the 
witness  that  is  sponsoring  the  exhibits,  and  my  recommen¬ 
dation  without  consultation  is  that  they  not  produce  those 
witnesses  voluntarily. 

Chairman  Flanagan :  At  that  point,  Mr.  Reilly,  has  your 
witness  made  the  statement  which  I  understand  is  ascribed 
to  him  by  Mr.  Sparks  that  his  testimony  is  based  upon  the 
composite  judgment  of  himself  and  his  staff? 

Mr.  Reilly:  Yes.  It  is  on  page  8,  the  second  full  para¬ 
graph,  of  Exhibit  8. 

Mr.  Await:  Headed  “Methods  Used  in  Developing  Fore¬ 
casted  Results  of  Operations.” 

100  Chairman  Flanagan :  And  what  is  the  particular 
sentence  you  are  now  concerned  with? 

Mr.  Sparks:  That  and  the  last  sentence  in  the  fourth 
paragraph,  Mr.  Chairman,  referring  to  forecasts  accord¬ 
ing  to  individual  customers  or  groups  by  the  Company’s 
commercial  engineers. 
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Chairman  Flanagan:  Of  course,  any  such  procedure 
could  lead  to  interminable  exploration  here.  Let  me  sug¬ 
gest  that  you  sit  down  and  confer  with  respect  to  the  in¬ 
formation  which  is  available.  If,  after  that  conference,  you 
feel  that  you  are  not  being  offered  fullest  cooperation  or 
that  photostats  of  the  documents  which  you  think  are  nec¬ 
essary  are  not  being  furnished,  then  you  can  report  back  to 
this  Commission.  But  I  think  it  is  unusual,  for  example, 
to  request  the  opportunity  to  cross  examine  every  member 
of  the  staff  of  a  rate  section  of  any  utility  company. 

Mr.  Sparks:  Mr.  Chairman,  I  didn’t  ask  for  the  oppor¬ 
tunity  to  cross  examine  everybody  at  this  time.  I  merely 
asked  Mr.  Dunn  for  the  names  of  the  persons  whose  com¬ 
posite  judgment  resulted  in  this  record. 

Let  me  point  out  one  other  thing,  Mr.  Chairman:  Obvi¬ 
ously,  Mr.  Dunn  is  not  qualified  to  testify  as  to  rate  matters 
or  engineering  matters,  and  those  are  inherently  involved 
in  this  study. 

Chairman  Flanagan :  I  understood  a  witness  is  to 
101  be  presented  who  is  a  rate  man. 

Mr.  Sparks:  But  there  are  engineering  forecasts 
here  of  all  kinds,  Mr.  Chairman. 

Mr.  Harrison:  If  the  Commission  please,  may  I  suggest 
that  to  the  extent  that  others  than  Mr.  Dunn  are  responsi¬ 
ble  for  the  figures  incorporated  in  the  exhibits,  that  those 
names  certainly  should  be  furnished  to  all  parties.  I  don’t 
mean  by  that  that  all  the  people  in  the  commercial  depart¬ 
ment  who  participated  in  the  study  should  be  given,  but 
some  one  person  in  the  commercial  department  who  is  re¬ 
sponsible  for  that  part  of  the  judgment  going  into  the 
composite  judgment. 

It  seems  to  me  it  would  be  appropriate,  therefore,  to  at 
least  know  the  responsible  person  in  the  department  who 
furnished  the  responsible  judgment  figures. 

Mr.  Await:  That  is  all  we  are  asking  for. 

Chairman  Flanagan:  That  is  what  I  was  trying  to  ar¬ 
rive  at  when  I  suggested  that  the  chiefs  of  these  depart- 
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merits  might  be  named.  Now,  if  you  care  to  go  farther 
than  that,  I  suggest  again  that  in  this  conference  you  get 
the  list  of  the  employees  in  each  of  these  four  departments 
that  are  named,  and  from  there  you  can  report  to  the  Com¬ 
mission  the  result  of  your  conference  with  the  Company 
representatives. 

Mr.  Await:  Is  that  your  ruling,  Mr.  Chairman? 

Chairman  Flanagan:  That  is  the  first  step  that  I  sug¬ 
gest.  I  am  not  ruling  that  you  are  estopped  from  going 
farther. 

102  Mr.  Aw'alt :  What  is  the  objection  to  their  putting 
the  names  on  the  record  of  the  people  who  partici¬ 
pated  in  this  composite  judgment? 

Chairman  Flanagan:  What  do  you  want,  the  names  of 
all  employees  in  these  departments,  such  as  rate,  com¬ 
mercial,  and  system  planning  departments? 

Mr.  Await:  No.  We  want  the  ones  who  participated  in 
this  comprehensive  judgment. 

Mr.  Harrison :  You  do  not  mean  those  who  participated 
in  underlying  studies,  but  those  who  furnished  the  judg¬ 
ment  figures? 

Mr.  Await:  That’s  right.  It  isn’t  an  unreasonable  re¬ 
quest. 

Chairman  Flanagan:  Can  you  name  those  that  partici¬ 
pated  in  the  formation  of  the  judgment? 

The  Witness:  As  I  explained  before  on  my  direct  exam¬ 
ination,  the  forecasts  were  made  in  accordance  with  our 
regular  procedures  of  budget  contract  and  forecasting,  in 
that  there  is  a  group  of  men  that  confer  with  each  other, 
Mr.  Carr,  assistant  comptroller,  Mr.  Hayden,  comptroller 
— vice  president  and  comptroller — Mr.  Ferry;  and,  of 
course,  Mr.  Main  of  the  rate  department.  Mr.  Ferry  has 
various  engineers  that  he  assigns  to  it  once  in  a  while.  I 
don’t  know  exactly  who  they  could  be  right  at  the  minute. 
And  Mr.  Bartlett,  as  commercial  manager. 

103  Mr.  Harrison:  May  I  ask,  Mr.  Dunn:  It  may  be 
that  Mr.  Bartlett  is  the  head  of  the  commercial  de¬ 
partment,  whereas  he  may  not  be  the  man  who  is  responsi- 
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ble  for  this  particular  development,  except  in  a  supervisory- 
capacity;  is  that  correct? 

The  Witness:  I  am  giving  you  the  name  of  the  super¬ 
visors  of  the  various  departments.  They  are  the  ones  that 
are  responsible  for  the  budgeting  of  their  particular  end 
of  the  business. 

By  Mr.  Sparks : 

Q.  Is  Mr.  Bartlett  a  commercial  engineer  for  Pepco,  Mr. 
Dunn?  A.  He  is  commercial  manager. 

Q.  And  there  are  then  commercial  engineers  who  are 
under  him?  A.  That’s  right. 

By  Mr.  Await: 

Q.  When  you  gave  these  names,  Mr.  Dunn,  do  you  mean 
that  they  are  the  ones  who  participated  in  this  composite 
judgment,  or  are  they  just  the  heads  of  the  departments? 
A.  They  are  the  heads  of  the  departments.  They  must 
have  participated  to  some  extent. 

Q.  Do  you  know?  This  is  your  statement.  A.  I  take  it 
the  department  head  furnishes  us  with  certain  informa¬ 
tion. 

104  Q.  The  fact  is,  Mr.  Dunn,  that  you  presented  a  doc¬ 
ument  here  and  you  make  the  statement,  and  I  will 
read  it;  “In  general,  forecast  of  kilowatt-hour  sales  and 
revenue  is  the  result  of  composite  judgment  of  the  staffs 
of  the  rate,  commercial,  and  system  planning  departments, 
with  the  rate  department  acting  as  coordinator.  Kilowatt- 
hour  sales  are  estimated  and  agreed  upon  by  the  three 
departments,  following  which  unit  prices  are  estimated  and 
applied.  ’  ’ 

Again  you  say,  further  down:  “These  new  loads  are 
forecast  by  individual  customers  or  groups  of  customers, 
depending  upon  their  size,  by  the  Company’s  commercial 
engineers,  who  are  in  constant  contact  with  all  large  cus¬ 
tomers.” 
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Now,  who  are  the  people  who  are  in  this  composite  judg¬ 
ment?  Can  you  give  us  the  names  of  those  people?  This 
is  your  statement.  A.  I  gave  you  the  names  of  those  that 
are  responsible  by  departments  for  this. 

Q.  That  isn’t  what  I  asked  you.  Do  you  know?  A.  I 
dont  know  everybody  that  worked  on  them,  no. 

Q.  Give  us  those  you  do  know.  A.  I  gave  you  those. 
Mr.  Lank  would  be  - 

Q.  No,  not  just  the  heads  of  the  departments — the  ones 
you  say  participated  in  this  composite  judgment.  Do  you 
know  the  names  of  anybody  else  besides  the  heads 

105  of  departments?  A.  Not  offhand  I  don’t,  other 
than  the  ones  I  have  given  you. 

•  ###•#*•• 

Q.  Mr.  Dunn,  on  page  9  of  your  prepared  testimony-  un¬ 
der  the  paragraph  which  is  designated  (1)  in  your  answer, 
the  statement  is  made  that  with  respect  to  operating  reve¬ 
nues  for  1946  and  1947,  the  figures  reflect  apropriate  retro¬ 
active  adjustment  for  refunds  to  customers  made  in  1947. 

Who  would  have  made  those  adjustments,  Mr.  Dunn?  A. 
The  accounting  department  is  the  one  that  has  set  up  the 
adjustments. 

Q.  Will  you  turn  to  page  59,  where  you  testified  that 
“Proposed — Represents  forecasted  results — assuming  the 
proposed  rate  schedules  become  effective  on  all  meter  read¬ 
ings  made  on  and  after  September  20, 1950,  so  as  to  be  first 
reflected  in  the  Company’s  October  1950  revenues.” 

106  Q.  Who  made  those  forecosts?  A.  We  just  got 
through  discussing  all  that  just  a  minute  ago. 

Q.  I  am  asking  for  a  particular  item  now.  Can  you  tell 
me?  A.  That’s  the  same  thing. 

Q.  Can  you  tell  me  who  made  the  forecasts?  A.  I  have 
given  you  the  names  of  those  that  are  involved  in  that  fore¬ 
cast. 

Q.  Those  were  the  result  of  this  composite  judgment  that 
we  were  just  talking  about?  A.  That’s  right. 
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Q.  On  page  62  of  your  prepared  testimony,  where  you 
were  talking  about  coverage  ratios,  you  stated  that  the 
broken  lines  on  page  2  of  Exhibit  5, 1  think  it  was,  indicate 
the  coverage  ratios  wrhich  we  believe  would  be  obtained 
before  and  after  1951  financing. 

Is  that  the  same  composite  judgment  there  that  you  are 
referring  to  when  you  say  “we  believe”?  A.  That’s  right. 
The  Company  believes,  the  applicant  believes,  that  those 
will  be  the  results  after  the  new  rates  have  been  put  into 
effect,  all  other  things  remaining  equal. 

Q.  That  is  Pepco’s  belief,  is  that  it?  A.  That’s  right. 

Q.  And  you  are  speaking  for  Pepco  there,  are  you  not? 
A.  That’s  right. 

107  Q.  And  does  it  represent  one  man’s  judgment,  or 
is  it  the  composite  judgment  referred  to  a  while  ago? 
A.  The  same  matter  we  were  discussing  a  few  minutes  ago. 

Q.  That  is  relating  to  composite  judgment?  A.  That’s 
right. 

Q.  Is  this  a  fair  statement  of  your  theory,  Mr.  Dunn, 
with  regard  to  the  dollar  requirements,  namely,  that  the 
measure  of  the  proper  return  is  the  dollars,  regardless  of 
the  rate  of  return  related  to  a  rate  base?  A.  I  think  that’s 
generally  my  theory,  that  you  need  so  many  dollars.  It 
doesn’t  make  any  difference  what  you  relate  it  to. 

Q.  Now,  in  a  portion  of  your  exhibit  you  show  certain 
operating  revenue  deductions,  I  think  possibly  on  page  2 
of  Exhibit  12,  and  also  in  other  succeeding  pages  of  Ex- 
Mbit  12. 

Who  furnished  to  you,  Mr.  Dunn,  the  operating  revenue 
deductions  shown  in  your  exMbits?  A.  Well,  from  De¬ 
cember  31,  1946,  through  June  30,  1950,  they  came  from 
the  books  of  the  Company,  with  appropriate  adjustments, 
as  was  explained  in  the  direct  testimony. 

Mr.  Await:  I  couldn’t  hear  the  answer. 

(The  reporter  read  the  last  answer  of  record.) 


56 


By  Mr.  Sparks : 

108  Q.  How  about  those  for  the  future?  A.  Those 
for  the  future  are  the  result  of  our  forecasting  pro¬ 
cedures. 

Q.  And  were  arrived  at  as  the  result  of  this  composite 
judgment  that  w’e  discussed  previously?  A.  Yes,  sir,  reas¬ 
onably  stated. 

Q.  Mr.  Dunn,  will  you  refer,  please,  to  page  9  of  Exhibit 
12,  to  the  second  full  paragraph.  There  you  have  a  refer¬ 
ence  to  predicted  loads  of  the  Baltimore  and  Washington 
systems;  also,  I  take  it,  a  prediction  with  regard  to  river 
flow. 

What  comprises  the  Baltimore  system,  do  you  know? 
A.  Consolidated  Electric  Gas  Company  of  Baltimore. 

Q.  And  are  there  any  other  companies  in  that  system 
that  you  know  of?  A.  Well,  the  waterpower  companies  on 
the  Susquehanna  River. 

Q.  Are  there  any  other  companies  with  which  Pepco 
interchanges  power  and  energy?  A.  No,  sir. 

Q.  Are  there  any  other  companies  to  which  Pepco  sells 
energy?  A.  Yes.  We  sell  some  to  Virginia  Electric  & 
Power. 

Q.  Do  you  also  sell  some  to  Southern  Maryland  Co-op, 
Inc.?  A.  That’s  right 

«•«•••••• 

109  Q.  Are  vour  figures  of  operating  revenue  deduc¬ 
tions  broken  down  according  to  whether  they  per¬ 
tain  to  the  District  of  Columbia  or  Maryland  or  Virginia? 
A.  That  is  an  impossible  thing  to  do. 

**•*••*•• 

110  By  Mr.  Harrison : 

Q.  In  your  exhibits  5  to  12,  Mr.  Dunn,  how  are  we 
to  know  the  part  that  relates  to  the  consolidated  reports, 
or  whether  it  relates  just  to  Pepco  prior  to  January  1, 
1950?  A.  If  I  understand  your  question  correctly, 


57 


111  the  new  rates  are  system-wide  rates  that  are  pro¬ 
posed. 

Q.  I  am  speaking  about  your  exhibits.  A.  Oh.  I  think 
it  is  explained  in  the  record  of  where  the  corporate  reports 
end  and  the  consolidated  reports  begin. 

Q.  Well,  now,  does  that  mean,  for  instance,  that  the  first 
thing  you  have,  Total  Operating  Revenue,  beginning  with 
’48  and  going  on  through  1951 — are  we  to  understand  prior 
to  January  1st  there  would  not  be  included  in  that  scale  the 
operating  revenue  or  the  gross  income  of  Braddock?  A. 
Prior  to  January  1,  1950,  there  is  no  revenue  of  Braddock 
included. 

Q.  Would  that  be  true  of  the  rate  base  figure,  where  that 
is  shown?  A.  That’s  correct.  All  these  figures  are  shown 
on  the  corporate  basis  until  the  merger  became  effective, 
and  it  is  still  a  corporate  basis  from  there  on  the - 

Q.  So  you  might  say  these  exhibits  are  Pepco  corporate 
exhibits?  A.  That’s  right. 

Q.  And  do  not  include  anything  of  Braddock  that  did  not 
come  to  Pepco  in  the  merger  on  January  1,  1950?  A.  Cor¬ 
rect. 

Q.  That  would  not  be  true  of  the  capitalization,  would 
it?  A.  No,  sir,  it  would  not  be  true  of  capitaliza- 

112  tion.  Of  course,  that  is  a  corporate  thing  of  Pepco, 
anyway. 

Q.  On  the  earnings  per  share  and  things  of  that  sort,  it 
would  include  earnings  per  share  of  Pepco,  but  the  capital¬ 
ization  ratio  and  capitalization  figures  would  include  the 
capital  of  Braddock  that  was  owned  by  Pepco?  A.  That’s 
right,  and  we  included  all  the  interest  and  the  dividends  re¬ 
ceived  from  Braddock  in  prior  years. 

Q.  Now,  then,  in  the  earnings  ratios  and  things  of  that 
sort,  would  that  be  also  true?  It  would  not  include  any 
of  the  Braddock  stock?  A.  Let’s  put  it  this  way:  Prior  to 
January  1, 1951,  interest  and  dividends  received  from  Brad¬ 
dock  are  included  in  the  corporate  results  as  interest  and 
dividends  received. 
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Q.  You  said  January  1, 1951.  A.  1950,  that’s  right. 
###*•**#• 
121  By  Mr.  Sparks : 

Q.  Mr.  Dunn,  on  page  8  of  Exhibit  12,  in  the 
paragraph  next  to  the  last  paragraph  on  that  page,  the 
statement  is  made  that  the  large  commercial,  high  voltage 
and  similar  classes  of  business  is  priced  by  use  of  historical 
data  on  sales  volume,  load  factors,  estimated  fuel  prices  as 
applicable,  and  rate  changes.  To  what  do  you  refer  there 
when  you  use  the  word  “priced”?  A.  I  think  that  is  in 
the  process - I  think  that  is  part  of  the  process  of  bud¬ 

geting  and  forecasting,  and  I  think  what  it  is  is  the  kilowatt- 
hours  that  are  estimated  to  be  sold  are  priced  at  some  figure 
to  arrive  at  the  revenues  that  are  anticipated. 

Q.  Then  the  price  refers  to  the  rate  to  be  charged;  is 
that  it?  A.  That’s  right. 

•  •*••••••* 

123  Herbert  F.  G-.  Main  was  called  as  a  witness  for 
and  on  behalf  of  the  Applicant  and,  having  been  first 
duly  sworn,  was  examined  and  testified  as  follows : 

Direct  Examination 
By  Mr.  Reilly: 

*#**•###• 

129  Q.  Before  describing  the  different  rate  schedules, 
will  you  explain  the  basic  factors  which  entered  into 
their  revision?  A.  The  objective  of  the  apportionment  of 
the  $3,500,000  revenue  increase  to  the  various  classes  of 
customers  is  a  rate  structure  which  will  result  in  each  of 
the  different  customer  classification  groups,  including  spe¬ 
cial  contract  customers,  paying  their  proper  portions  of 
the  Company’s  total  required  revenue. 

In  order  to  maintain  an  adequate  source  of  electricity  for 
its  customers,  and  at  the  same  time  keep  its  average  cost 
of  production  as  low  as  possible,  the  Company  is  contin¬ 
ually  studying  its  basic  power  supply  system.  The  basic 
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power  supply  system  includes  the  Company’s  three  generat¬ 
ing  plants  and  tie-lines  with  the  Consolidated  Gas  Electric 
Light  and  Power  Company  of  Baltimore,  together 

130  with  certain  transmission  lines  which  interconnect 
these  several  sources  of  electricity.  Power  supply 

studies  embrace  the  analysis  of  the  cost  of  producing  and 
making  available  electricity  from  this  power  supply  system 
for  distribution  to  customers  throughout  the  service  area. 

One  of  the  uses  of  these  power  supply  studies  is  a  guide 
or  test  of  reasonableness  in  the  establishment  of  rates  which 
are  applicable  to  various  classes  of  customers  using  the 
electric  service  furnished  by  the  Company. 

Q.  Has  there  been  any  change  in  the  trend  of  any  of  the 
cost  components  of  the  power  supply  system?  A.  Yes. 
The  chart  marked  Exhibit  No.  17  and  the  tabulation  shown 
on  Exhibit  No.  18  indicate  the  actual  changes  which  have 
taken  place  between  1945  and  1949  and  those  estimated 
for  1951,  expressed  in  cents  per  kilowatt-hour. 

The  calendar  year  1951  was  estimated  because  through¬ 
out  that  period  the  Company  will  have  available  its  most 
efficient  power  supply  system,  which  will  not  be  the  case 
throughout  either  the  calendar  year  1950  or  the  Test  Period 
ending  June  30,  1951. 

The  chart  and  tabulation  show  the  costs  of  power  supply 
with  the  expenses  for  fuel  and  interchange  power  separated 
from  the  other  costs. 

Although  the  cost  of  fuel  and  interchange  power  is  de¬ 
creasing  somewhat,  due  to  a  lower  price  of  fuel  and 

131  to  increased  efficiency  of  new  generating  equipment, 
all  other  costs  of  power  supply  are  materially  in¬ 
creasing.  The  exhibits  show  such  other  costs  increasing 
from  .346  cents  per  kilowatt-hour  in  1947  to  .530  cents  in 
1951.  This,  of  course,  is  due  to  the  large  increase  in  invest¬ 
ment  at  higher  cost  levels  and  higher  prices  of  material 
and  labor. 

The  costs  other  than  fuel  and  interchange  power  consist 
of  operation  and  maintenance  expenses,  and  depreciation, 
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taxes,  return  on  the  property  which  comprises  the  power 
supply  system. 

Q.  Has  there  been  any  change  in  the  other  costs  of  sup¬ 
plying  electricity?  A.  Yes.  Increased  investment  at  higher 
cost  levels  and  higher  prices  of  materials  and  labor  have 
increased  all  of  the  costs  of  furnishing  electric  service. 

Q.  How  do  all  of  these  changes  affect  the  rates  charged 
by  the  Company  for  the  service  it  furnishes  to  the  different 
classes  of  customers?  A.  If  fuel  was  the  only  element  of 
cost  in  which  changes  had  taken  place,  the  effect  on  each 
and  every  kilowatt-hour  generated  would  be  the  same,  and 
a  revenue  adjustment  allocated  to  the  different  classes  in 
proportion  to  the  kilowatt-hours  generated  for  each  class 
would  be  proper  and  equitable.  That  is,  assuming  the 
various  rate  schedules  were  in  proper  relationship  to  each 
other  before  the  change. 

132  When  changes  take  place  in  cost  items  other  than 
fuel,  consideration  must  also  be  given  to  revising  the 
different  rates  to  reflect  changes  in  the  customer  and  de¬ 
mand  expense.  In  other  words,  we  must  also  consider 
whether  the  rates  result  in  each  buyer  class  paying  his 
proper  share  of  the  Company’s  total  revenue. 

Q.  Did  you  find  from  your  studies  that  major  changes 
in  any  of  the  rates  were  required  to  put  them  into  a  proper 
position?  A.  Yes.  Our  studies  indicate  that  major  changes 
are  required  in  the  rates  for  street  lighting  and  street  rail¬ 
way  service  to  make  them  more  equitable  with  other  cus¬ 
tomer  groups. 

•  #**•**•• 

140  Q.  What  were  the  results  of  your  study  of  street 
railway  rates?  A.  Electric  service  supplied  to  the 
Capital  Transit  Company  consists  of  two  classes  of  serv¬ 
ice — 600  volt  direct  current  and  low  voltage  alternating 
current.  The  former  is  used  for  operation  of  street  cars, 
while  the  latter  is  used  for  lighting  and  miscellaneous  other 
electrical  requirements  in  the  Transit  Company’s  offices, 
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garages,  carbarns,  and  so  forth.  Up  to  the  present  time, 
the  direct  current  and  alternating  current  service  usage 
has  been  added  together  and  charged  at  the  same  rate  as 
applicable  to  the  600  volt  direct  current  service. 

Actually,  the  alternating  current  service  is  sup- 

141  plied  to  the  Transit  Company  in  the  same  manner  as 
alternating  current  is  supplied  to  any  commercial 

customer.  There  is  an  individual  service  connection  sup¬ 
plying  alternating  current  to  each  individual  building  or 
location,  whereas,  the  600  volt  direct  current  service  is  sup¬ 
plied  at  substations,  and  these  substations  all  feed  into  a 
single  600  volt  distribution  system  used  by  the  Transit 
Company.  In  equity,  therefore,  the  alternating  current 
service  should  be  supplied  under  the  same  rates,  terms, 
and  conditions  as  alternating  current  service  supplied  com¬ 
mercial  customers,  and  this  is  what  the  Company  has  pro¬ 
posed  be  done  in  connection  with  the  revision  of  its  rates. 

At  least  ten  other  companies  in  cities  comparable  in  size 
to  Washington  who  furnish  service  to  street  railway  oper¬ 
ators  restrict  their  street  railway  rates  to  usage  for  pro¬ 
pulsion  purposes  and  bill  for  all  other  services  at  the  ap¬ 
plicable  rates. 

Insofar  as  the  600  volt  direct  current  service  is  con¬ 
cerned,  it  is  first  made  available  for  the  Transit  Company’s 
needs  in  the  form  of  high  voltage  alternating  current  in 
substations.  It  is  then  converted  to  600  volt  direct  current 
and  fed  into  the  street  railway  feeder  system. 

The  Company  has  329  customers,  other  than  Capital 
Transit  Company,  who  take  600  volt  direct  current  servic^. 
Two  hundred  ninety-one  of  these  customers  are 

142  served  by  two  Potomac  Electric  Power  Company 
owned  600  volt  feeders  used  only  to  serve  them.  The 

other  thirty-eight  customers  are  served  by  cables  tapped 
onto  the  street  railway  conductor  bars. 

Some  1,286,000  kilowatt-hours  are  sold  annually  to  these 
customers,  of  which  106,000  kilowatt-hours  are  taken  from 
the  street  railway  system. 
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The  electricity  supplied  to  the  329  customers  is  deducted 
from  the  meter  readings  of  the  entire  600  volt  system  to 
determine  the  Transit  Company’s  consumption. 

At  the  high  voltage  point  street  railway  service  is  com¬ 
parable  to  the  13,200  volt  and  6,600  volt  service  supplied 
high  voltage  customers. 

In  order  to  deliver  600  volt  direct  current  to  the  street 
railway  system,  it  is  necessary  for  the  Company  to  pro¬ 
vide,  in  part,  the  equipment  required  to  convert  the  high 
voltage  alternating  current,  the  only  kind  generated  by  the 
Company,  to  600  volt  direct  current. 

Potomac  Electric  Power  Company  owns  thirty-five  syn¬ 
chronous  converters  and  five  mercury  arc  rectifiers  which 
are  located  in  sixteen  substations.  This  conversion  equip¬ 
ment  aggregates  32,600  kilowatts  of  capacity,  of  which 
14,500  kilowatts  are  60  cycle  and  18,100  kilowatts  are  25 
cycle. 

Capital  Transit  Company  owns  twenty-three  synchron¬ 
ous  converters  located  in  twelve  substations.  20,250 
143  kilowatts  of  the  23,750  kilowatts  capacity  of  these 
machines  is  25  cycle  equipment  and  3,500  kilowatts 
are  in  60  cycle  machines. 

In  addition  to  the  machines  used  for  actual  conversion 
of  the  high  voltage  alternating  current  to  600  volts  direct 
current,  there  are  switchgear,  wiring,  switchboards,  and 
the  like,  associated  with  the  main  equipment. 

Portions  of  the  land  and  buildings,  as  well  as  jointly 
used  facilities  such  as  busbars  and  cell  structures  are  also 
used  in  connection  with  the  conversion  process. 

Twelve  of  the  twenty  substations  using  600  volt  direct 
current  conversion  equipment  are  on  land  owned  by  Poto¬ 
mac  Electric  Power  Company,  and  the  equipment  occupies 
sixteen  Potomac  Electric  Power  Company  owned  buildings. 

To  a  rate  for  high  voltage  electricity,  then,  a  conversion 
charge  must  be  added  to  cover  the  fixed  charges  and  op¬ 
erating  and  maintenance  expense  and  taxes  incident  to  the 
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conversion  equipment  used  for  supplying  the  Transit  Com¬ 
pany. 

The  Company  must  operate  and  maintain  the  convert¬ 
ing  equipment  owned  by  the  Transit  Company,  as  well  as 
its  own  600  volt  equipment. 

Q.  What  does  Exhibit  20  show,  Mr.  Main?  A.  Exhibit 
20  shows  the  application  of  proposed  rate  Schedule  “HV” 
to  1949  deliveries  for  street  railway  service,  treating  each 
of  the  twenty  points  of  delivery  as  an  individual  customer. 
In  other  words,  the  total  energy  charge  of  $819,- 

144  000  and  the  total  demand  charge  of  $562,000  are  the 
same  amounts  that  would  be  paid  by  any  high  volt¬ 
age  customer  using  the  same  amounts  of  electricity  at  the 
twenty  different  locations  during  the  year. 

The  kilowatts  and  kilowatt-hours  measured  at  600  volts 
direct  current  have  been  increased  for  losses  through  the 
converters  and  the  kilowatts  have  been  further  adjusted  to 
a  thirty-minute  basis  to  make  them  comparable  with  those 
of  other  high  voltage  customers. 

I  wish  to  make  it  clear  that  this  is  not  a  proposed  method 
of  billing,  but  merely  a  way  of  demonstrating  that  the 
amount  of  revenue  increase  allocated  to  Capital  Transit 
Company  puts  that  customer  in  an  equitable  position  with 
respect  to  the  other  groups  of  customers. 

The  estimated  conversion  cost  amounts  to  $378,000,  of 
which  some  $230,000  or  61  percent  is  for  operating  ex¬ 
penses,  a  large  part  of  which  is  expended  on  the  equipment 
owned  by  the  Transit  Company. 

The  energy,  demand  and  conversion  costs  total  $1,759,000, 
indicating  a  deficiency  of  $664,000  in  1949  over  the  revenue 
under  the  present  contract. 

The  revised  rates  for  both  direct  and  alternating  current 
service,  when  applied  to  the  forecasted  usage  of  the  Tran¬ 
sit  Company  during  the  Test  Period,  indicate  that  the  in¬ 
creased  cost  to  them  for  all  electric  service  furnished 

145  by  Potomac  Electric  Power  Company  would  be  in 
the  neighborhood  of  $661,000  per  annum. 
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Q.  You  have  told  us  the  amounts  allocated  to  two  special 
service  customers.  Will  you  now  state  how  the  balance  of 
the  $3,500,000  was  divided  among  the  various  rate  sched¬ 
ules?  A.  The  Company’s  standard  rate  schedules  are  ap¬ 
plicable  to  three  customer  classification  groups — residential 
customers,  commercial  customers  using  low  voltage  serv¬ 
ice,  and  commercial  customers  using  high  voltage  service. 
When  these  rates  were  revised  in  1948,  substantial  changes 
were  made  in  the  schedules  in  order  to  bring  about  a  more 
equitable  distribution  among  the  groups  of  the  revenue 
derived  from  the  rate  schedule  portion  of  our  business. 
Therefore,  it  is  believed  that  the  present  rate  schedules  ap¬ 
plicable  to  these  customers  are  reasonably  equitable  be¬ 
tween  the  three  classes;  and,  assuming  that  their  load 
factors  have  not  changed  materially,  which  is  believed  to 
be  the  case,  the  additional  dollar  needs  will  affect  each  kilo- 
vratt-hour  sold  to  rate  schedule  customers  to  the  same 
extent.  We  have,  therefore,  allocated  the  revenue  increase 
to  the  rate  schedule  customers  in  proportion  to  the  kilowatt- 
hour  sales  to  the  respective  groups,  as  this  would  tend  to 
maintain  the  present  degree  of  equitable  relationship  be¬ 
tween  the  several  groups. 

The  results  of  the  allocation  of  the  $3,500,000  increase 
needed,  as  I  have  just  outlined  it,  is  shown  on  Exhibit  No. 
21. 

146  After  deducting  $710,000  for  street  lighting,  $661,- 
000  for  Capital  Transit,  and  $23,000  for  the  Southern 
Maryland  Electric  Cooperative,  the  amount  of  $2,106,000 
is  allocated  to  the  residential,  commercial  low  voltage,  and 
commercial  high  voltage  classes  in  proportion  to  their  fore¬ 
casted  kilowatt-hour  sales.  According  to  this  allocation, 
the  residential  class  would  be  increased  4.3  percent,  the  low 
voltage  commercial  class  5.6  percent,  and  the  high  voltage 
commercial  class  10.6  percent. 

152  Q.  What  is  your  reason  for  making  proposed 
Scheduled  “LR”  available  for  master  metered  apart- 
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ments?  A.  Master  metered  housekeeping  apartments, 
where  there  is  no  commercial  usage  for  stores,  shops,  res¬ 
taurants  and  the  like,  have  load  characteristics  similar  to 
any  group  of  individually  metered  apartments  and  other 
dwellings.  The  peak  demand  of  the  group  is  in  the  evening 
in  winter  and  therefore  off  the  system  power  supply  peak. 

•  •••••••• 

162  Cross-Examination 

•  #*•••*** 

By  Mr.  Sparks: 

Q.  Mr.  Main,  referring  to  the  chart  marked  Exhibit  17, 
you  testified  that  the  costs  other  than  fuel  and  interchange 
power  consist  of  operation  and  maintenance  expenses,  de¬ 
preciation,  taxes  and  return.  What  figure  for  return  is 
included  in  that  statement?  A.  The  proportionate  amount 
of  return  as  is  earned  by  the  company  in  this  test  period. 

Q.  What  rate  of  return  does  that  amount  to  ?  A.  I  only 
did  it  on  a  slide  rule.  It  is  approximately  6.08  or  6.09  per 
cent. 

•  •••#•••• 

164  By  Mr.  Sparks  : 

Q.  I  notice  that  your  residential  Schedule  “R” 
provides  a  lower  rate,  Mr.  Main,  than  the  residential  Sched¬ 
ule  ‘ ‘ RS ’ ’  for  suburban.  That  is  correct,  isn ’t  it?  A.  That 
is  correct. 

Q.  Why  is  the  suburban  rate  higher  than  the  residential 
Schedule  “R”?  A.  Our  suburban  rate  always  has  been 
higher  than  the  rate  in  the  District  of  Columbia.  It  goes 
back  way  beyond  my  time.  I  couldn’t  tell  you  why  they 
were  originally  set  higher. 

Q.  Well,  why  do  you  propose  a  higher  rate  for  suburban 
now  than  for  the  urban  residential  “R”?  A.  For  two 
reasons.  First,  the  residential  service  out  in  suburban  Mary¬ 
land  certainly  costs  more  to  serve,  we  would  think,  and  sec¬ 
ond,  you  can’t  abruptly  change  the  number  of  customers 


66 


bills.  If  you  do  think  they  are  too  far  apart,  you  have  got 
to  bring  them  together  gradually. 

Q.  Does  that  mean  it  costs  more  per  unit  to  serve  the 
suburban  residential  customers,  Mr.  Main?  A.  I 
165  don’t  think  I  could  answer  that  precisely.  There 
are  a  number  of  elements  involved.  Certainly  some 
of  them  cost  more.  For  instance,  it  costs  more  to  go  out 
and  read  a  meter  out  in  suburban  Maryland  than  it  does 
in  the  District.  To  answer  your  question  precisely  would 
take  an  immense  amount  of  study. 

Q.  Well,  what  did  you  mean,  then,  when  you  stated  that 
it  costs  more  to  serve  the  suburban  residential  customers 
than  it  does  to  serve  the  urban  residential  customers?  A. 
Well,  the  one  example  I  cited  on  the  face  of  it  would  indi¬ 
cate  that  it  costs  more  to  serve  them. 

Q.  You  are  speaking  now  of  the  cost  of  reading  meters 
as  an  example  ?  A.  As  an  example,  yes. 

Q.  Will  you  turn  now,  please,  Mr.  Main,  to  Exhibit  20, 
page  1.  That  exhibit  indicates  that  you  purport  to  show 
there  the  estimated  cost  of  furnishing  600  volt  direct  cur¬ 
rent  service  to  Capital  Transit  for  the  year  1949  applying 
the  high  voltage  schedule  to  the  total  service.  Is  that  what 
you  purport  to  show  there?  A.  Not  to  the  total  service — 
applying  the  high  voltage  schedule  to  each  of  the  20  points 
of  delivery. 

Q.  Well,  instead  of  total  then  to  all  of  the  600  volt  direct 
current  service.  A.  Of  the  Transit  Company,  yes. 

•  ••••••#* 

170  Q.  You  have  referred  in  your  testimony,  Mr.  Main, 
to  forecasted  kilowatt-hour  sales.  Who  made  those 

forecasts?  A.  Well,  they  are  made  as  the  result  of  confer¬ 
ence  between  three  different  departments. 

171  Q.  Is  that  the  composite  judgment  referred  to  by 
Mr.  Dunn  yesterday?  A.  That  is  right. 

Q.  Will  you  turn  again,  please,  to  page  1  of  Exhibit  20, 
Mr.  Main.  About  the  middle  of  that  page  you  have  an  item 
called  conversion  charge  and  under  that  certain  expenses. 
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Can  you  give  us  the  cost  of  facilities  associated  with  those 
charges.  A.  You  mean  the  original  cost  of  the  equipment 
which  these  expenses  are  used  on? 

Q.  Yes.  A.  We  can  give  you  the  original  cost  of  the 
equipment  that  is  owned  by  Potomac  Electric  Power  Com¬ 
pany.  We  cannot  give  you  the  cost  of  that  owned  by  Capi¬ 
tal  Transit  Company. 

Q.  Well,  you  used  a  certain  dollar  figure  in  order  to  de¬ 
rive  the  $64,000  of  return,  did  you  not?  A.  That  is  right. 

Q.  Now,  that  figure  would  be  the  cost  less  depreciation  of 
certain  facilities,  wouldn’t  it?  A.  No,  the  figure  that  we 
use  for  determining  operating  expenses  is  undepreciated 
value. 

Q.  Well,  the  cost  figure  entering  into  the  rate  base  for 
return  computation  is  the  same  figure  to  which  the  $217,000 
applies,  isn’t  it?  A.  No,  no,  not  at  all.  The  $217,000 
172  figure  represents  the  cost  of  operating,  as  I  said  in 
my  direct  testimony,  the  cost  of  operating  not  only 
the  equipment  which  Potomac  Electric  Power  Company 
owns,  but  also  that  that  is  owned  by  the  Transit  Company. 
The  return  figure,  however,  is  only  on  the  Pepco-owned 
property. 

Q.  In  your  testimony,  Mr.  Main,  you  referred  to  the 
“LR”  rate  as  being  designed  to  provide  for  increased  use 
of  electric  service  for  space  heating,  air  conditions  and 
other  high  consumption  appliance  use  and  for  a  larger  num¬ 
ber  expected  in  the  future.  The  large  expected  or  proposed 
construction  program  contemplates  that  a  growing  use  in 
those  fields,  does  it  not?  A.  I  don’t  think  I  understand 
your  question,  Mr.  Sparks. 

(The  reporter  read  the  pending  question) 

A.  When  you  speak  of  construction  program,  are  you  re¬ 
ferring  to  the  company’s  construction  program  or  are  you 
referring  to  housing  construction? 

Q.  No,  I  am  talking  about  the  company’s  construction 
program.  A.  They  are  undoubtedly  included  in  there,  but 
not  identifiable  as  individual  loads  of  space  heating,  air  con¬ 
ditions  or  so  forth. 
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Q.  Now,  Mr.  Main,  will  your  work  papers  underlying 
your  exhibits  be  available  to  us  at  the  conference  tomor¬ 
row  which  Mr.  Reilly  has  very  kindly  arranged? 

173  A.  I  presume  so.  I  think  that  would  be  up  to  Mr. 
Ferry. 

Mr.  Sparks :  I  understood,  Mr.  Chairman - 

Mr.  Reilly:  They  are  going  to  be  available.  I  made  the 
statement  on  this  record  they  are  going  to  be  available.  We 
are  going  to  have  a  long  day  tomorrow. 

By  Mr.  Sparks: 

Q.  Mr.  Main,  will  you  tell  us  what  portion  of  your  total 
increase  applies  to  the  “LR”  schedule  and  what  portion 
to  the  “R”  schedule  shown  on  page  1  of  Exhibit  30 — your 
4.3  per  cent.  A.  We  will  have  to  get  it  for  you  tomorrow. 

Q.  You  don’t  have  that  available  now?  A.  No. 

Q.  Mr.  Main,  can  you  tell  us  why  you  have  a  computa¬ 
tion  here  applying  the  high  voltage  rates  to  600  volt  d-c 
service  to  Capital  Transit  and  yet  have  not  used  the  sched¬ 
ule  proposed  for  the  600  volt  d-c  service  in  computing 
the  effect  of  your  proposed  rates?  A.  Well,  as  I  testified 
in  my  direct  testimony,  the  proposed  “HV”  rate  was  used 
to  determine  the  amount  which  the  Transit  Company 
Service  ought  to  pay  the  company.  However,  the  design  of 
a  rate  to  produce  those  dollars  is  another  matter.  There 
certainly  is  no  need  of  having  a  rate  with  several  blocks 
in  it  where  there  is  only  one  customer  involved, 

174  so  that,  for  one  reason,  takes  it  out  of  the  high  volt¬ 
age  category.  It  merely  produced  a  two-part  rate 

with  a  conversion  charge  that  will  produce  the  same  number 
of  dollars  that  the  original  computation  indicated  the  com¬ 
pany  ought  to  have  for  its  revenue.  In  other  words,  we  just 
had  a  single  energy  charge,  a  single  demand  charge,  and 
conversion  charge.  There  is  no  need  to  complicate  it  by 
anything  further. 

Q.  What  is  the  present  cost  per  million  Btu  of  coal  com¬ 
parable  to  the  32.3  cents  which  you  used  in  the  600  volt 
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schedule?  A.  I  don’t  have  the  last  fuel  costs  with  me.  We 
can  get  it  for  you,  though. 

Q.  You  mean  you  can  get  it  now?  A.  I  don’t  know 
whether  there  is  anyone  here  who  can  give  it  to  me.  We 
can  certainly  give  it  to  yon  after  lunch. 

Q.  Would  you  say  that  it  is  now  higher  than  32.3  cents 
which  is  provided  in  the  schedule?  A.  I  don’t  know  wheth¬ 
er  it  is  higher  or  lower.  It  has  been  so  close  to  one  figure 
recently  that  I  couldn’t  tell  you. 

Mr.  Sparks :  That  is  all  at  this  time. 

Mr.  Harrison:  May  I  ask  Mr.  Main  a  question? 

Mr.  Await :  Mr.  Chairman,  we  are  not  quite  sure  whether 
the  witness  will  be  on  after  lunch.  We  would  like  to 
175  know  that.  We  may  have  a  few  more  questions. 

Chairman  Flanagan:  If  you  don’t  complete  your 
questions  by  the  time  of  the  recess,  he  will  be  here  after 
lunch,  yes. 

By  Mr.  Sparks : 

Q.  Mr.  Main,  you  referred  to  the  growing  efficiency  of 
the  new  plants  with  respect  to  the  use  of  coal  Does  the 
proposal  for  Capital  Transit  with  respect  to  the  fuel  clause 
provide  for  any  benefit  for  future  increases  in  efficiency? 
A.  Does  what  provide  for  future  benefit? 

Q.  Does  your  fuel  clause  provide  for  any  benefit  to  the 
customer,  Capital  Transit,  for  any  increase  in  the  future 
in  efficiency  of  the  plant  in  the  consumption  of  coal?  A.  No, 
the  fuel  clause  as  presently  stated  in  our  rates  and  as  pro¬ 
posed  in  the  rates  filed,  that  form  of  fuel  clause  does  not 
provide  for  any  change  in  efficiency  of  the  plants.  It  is 
merely  in  the  cost  of  fuel 

•  •••••••• 

185  Chairman  Flanagan:  Do  you  have  any  further 
witnesses? 

Mr.  Reilly:  That  completes  the  proposed  direct  exami¬ 
nation  of  the  company  and  the  applicant 

•  •••••••• 
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188  Mr.  Reilly :  If  the  Commission  please,  this  case  in 
essence  is  no  different  than  any  other  utility  case 
that  is  presented  to  this  Commission.  It  raises  essentially 
the  same  problem.  It  raises  the  problems  of  allocation 
between  jurisdictions,  geographically. 
*•••••••• 

190  Mr.  Harrison :  If  the  Commissioner  please,  I  would 
like  to  be  heard  in  reply  to  a  statement  by  Mr.  Reilly. 
Mr.  Reilly  indicated  this  is  no  different  from  the 

191  ordinary  rate  case.  In  certain  essentials  I  agree 
with  him.  I  do  not  agree  with  him  when  he  says  this 

is  an  ordinary  rate  case.  In  the  first  place,  for  the  first 
time  Potomac  Electric  Power  Company  comes  in  here  with 
certain  assets,  revenues  and  operating  expenses  from  its 
integrated  business  in  the  State  of  Virginia,  which  has  not 
occurred  before.  In  addition,  there  is  involved  the  question 
of  the  cost  of  service,  not  only  to  the  Capital  Transit  Com¬ 
pany,  but  the  cost  of  street  lighting  service. 

Now,  not  speaking  for  the  moment  for  the  District  of 
Columbia,  but  I  do  know  that  the  District  of  Columbia  is 
interested  in  that  phase  of  this  application.  I  would  as¬ 
sume  that  since  the  Potomac  Electric  Company  has  request¬ 
ed  so  much  additional  revenue,  which  approximates  60  per 
cent  of  the  old  revenue  from  that  source,  the  street  light¬ 
ing  source,  that  there  would  be  some  justification  in  that 
in  the  nature  of  a  study  of  the  cost  of  that  service.  I  have 
seen  in  this  case  no  study  of  cost  of  service  nor  any  kind 
or  class  of  service,  either  to  the  contract  customers,  to  the 
street  lighting  service  or  to  any  group  or  service  under 
metered  service.  It  strikes  me  that  this  is  a  little  different 
from  the  ordinary  rate  case  so  far  as  the  Potomac  Electric 
Power  Company  has  presented  it. 

Therefore,  I  think  I  can  be  justified  in  speaking  for  the 
District  of  Columbia  that  it  would  require  some  time  to 
study  the  proposed  cost  of  street  lighting  service 

192  and  other  services  to  see  whether  or  not,  since  the 
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company  has  failed  to  present  it,  the  request  is  be¬ 
yond  the  cost  of  service. 

Chairman  Flanagan:  What  is  your  request,  Mr.  Sparks 
— that  there  be  made  available  to  you  a  cost  of  service 
study  as  applied  to  the  service  rendered  to  Capital  Transit 
Company? 

Mr.  Sparks :  That  is  what  we  understood  had  been  made 
at  the  time  there  was  the  preliminary  conference  before  the 
Commission,  and  that  is  what  we  asked  for.  We  were  told 
we  could  have  it  and  that  is  what  we  never  got. 

Chairman  Flanagan:  I  might  ask,  does  the  company  in¬ 
tend  to  present  to  this  Commission  such  a  study? 

Mr.  Reilly:  I  know  of  no  existence  of  any  such  study. 
We  have  given  the  only  study  that  I  know  of  and  that  is 
the  power  supply  study,  and  whatever  develops  at  the  con¬ 
ference  tomorrow,  this  Cost  Allocation  Committee,  and 
that,  to  my  understanding,  involves  the  extent  of  any  cost 
studies  which  have  been  made  and  prepared. 

Chairman  Flanagan:  Just  for  clarification,  I  would  like 
to  ask  Mr.  Main  this. 

Whereupon,  F.  <J.  Main  resumed  the  stand  and,  having 
been  previously  duly  sworn,  testified  further  as  follows: 

Chairman  Flanagan:  Exhibit  No.  20  is  labeled 
193  “Estimated  Cost  of  Furnishing  600  Volt  Direct 
Current  Service  to  Capital  Transit  Company  in 
1949.”  Am  I  correct  in  understanding  that  will  be  the 
cost  to  Capital  Transit  Company  and  not  the  cost  of  that 
service  to  Pepco  ? 

The  Witness :  Yes,  or  you  can  assume  that  it  is  the  cost  to 
Pepco  at  least  commensurate  with  the  cost  of  serving  other 
high  voltage  customers.  In  other  words,  as  I  testified  earl¬ 
ier  — 

Chairman  Flanagan:  Well,  that  still  is  a  little  ambiguous 
to  me  or  at  least  I  don’t  understand  it  fully.  Who  is  going 
to  bear  the  cost  in  the  amount  of  $1,759,000? 

The  Witness:  Capital  Transit  Company. 
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Chairman  Flanagan:  Then  this  does  not  represent  the 
cost  of  furnishing  this  service  to  Pepco.  Let  me  put  it 
this  way — this  does  not  represent  the  cost  to  Pepco  of 
furnishing  this  service  to  Capital  Transit  Company. 

The  Witness :  Not  necessarily. 

Chairman  Flanagan:  Well,  does  it  or  does  it  not.  The 
cost  plus  a  profit  is  included  in  that  figure,  is  it  not? 

The  Witness :  That  is  correct.  Perhaps  I  can  clear  that 
up,  Mr.  Chairman.  When  we  speak  of  the  word  cost,  use 
the  word  cost  in  connection  with  cost  of  service,  that  cost 
includes  profit  or  return  on  investment.  In  other  words, 
wTe  use  the  word  cost  as  meaning  the  same  thing  as  the  reve¬ 
nue  which  should  be  received  from  the  customer. 

194  Chairman  Flanagan:  Does  the  amount  of  $1,750,- 
000  on  Exhibit  No.  20  purport  to  include  only  a  re¬ 
turn  of  $64,000  to  Pepco? 

The  Witness :  No,  sir.  That  $64,000  is  only  returned  on 
conversion  equipment  which  is  used  to  convert  the  high 
voltage  current  to  the  600  volt  d-c  current  used  for  the 
Transit  Company.  Included  in  the  $1,381,000  above  that 
is  an  element  of  return  for  profit  on  the  investment  that  is 
used  to  furnish  the  electricity  at  high  voltage  at  the  sub¬ 
stations. 

Chairman  Flanagan :  I  see.  So  that  Mr.  Sparks  cannot  ob¬ 
tain  from  this  the  difference  between  the  cost  to  Pepco  and 
the  amount  Pepco  intends  to  receive  from  Capital  Transit 
Company  if  such  rates  are  approved. 

The  Witness :  No. 

Chairman  Flanagan:  You  cannot  state  what  the  differ¬ 
ence  is. 

The  Witness:  No,  sir. 

Chairman  Flanagan :  I  think  the  Commission  might  also 
be  interested  in  knowing  what  it  costs  to  provide  that  serv¬ 
ice  and  also  to  know — because  we  are  going  to  be  asked — 
what  is  the  cost  to  Pepco  of  furnishing  street  lighting  serv¬ 
ice  and  traffic  light  service  to  the  District  of  Columbia.  I 
suggest  the  company  get  to  work  on  both  of  those  projects 
from  the  Commission’s  standpoint. 
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195  That  leads  to  the  over-all  question  of  cost  of  serv¬ 
ice  by  classes  of  service,  a  problem  which  has  never 

given  me  a  great  deal  of  pleasure  to  contemplate  because 
there  are  so  many  assumptions  to  be  made.  And  yet  I 
don’t  see  how  we  can  arrive  at  a  conclusion  that  cost  of 
service  for  one  class  of  service  is  correct  unless  such  a 
study  is  carried  through  to  a  100  per  cent  result.  That,  as 
I  say,  is  something  that  will  be  full  of  assumptions,  and  yet 
it  is  up  to  the  company  to  prove  its  case,  of  course,  and  if 
one  of  the  proofs  is  the  cost  of  one  or  two  classes  of  service, 
it  may  be  necessary  to  carry  that  through  to  a  final  proof 
of  100  per  cent. 

•  •••••••• 

196  Commissioner  Spencer :  Now,  which  figure  did  you 
subtract  from  your  $3,500,000,  in  assigning  the  pro¬ 
portion  of  that  $3,500,000  which  is  to  be  distributed  to  resi¬ 
dential,  high  and  low  tension  commercial? 

The  Witness :  The  $618,000,  plus  the  $43,000  for  the  a-c 
service. 

Commissioner  Spencer:  For  the  a-c  service.  Then  plus 
the  street  lighting,  is  that  correct? 

The  Witness:  Yes. 

Commissioner  Spencer:  And  then  from  that  you  found 
the  proportion  of  the  dollar  needs  which  would  be  assigned 
to  residential  and  to  commercial  high  tension  low  tension, 
is  that  right? 

The  Witness :  That  is  correct. 

Commissioner  Spencer:  Well,  now  did  you  not  develop 
this  as  stated  on  the  face  of  it  here,  upon  the  application 
of  the  proposed  high  voltage  rates?  I  cannot  see  how  you 
can  determine  the  high  voltage  rates  when  you  have  used 
this  on  the  basis  of  the  high  voltage  rates  in  its  develop¬ 
ment. 

The  Witness:  Well,  you  can  sometimes  look  around  the 
corner  and  make  a  very  close  estimate  of  what  your 

197  high  voltage  rate  might  be  with  an  assumed  increase 
to  the  Transit  Company. 
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Commissioner  Spencer:  Then  you  started  with  an  as¬ 
sumed  increase  to  the  Transit  Company. 

The  Witness :  Let  us  say  we  started  with  an  assumed  in¬ 
crease  to  the  Transit  Company.  But  the  proof  of  it  is  that 
the  application  of  the  high  voltage  rate  as  developed  by  this 
allocation  method  comes  out  mathematically  to  the  proced¬ 
ure  that  I  outlined.  I  don’t  know  if  I  made  that  clear  or 
just  muddled  it  up. 

Commissioner  Spencer:  Well,  starting  with  your  $3,500,- 
000  need,  what  then  was  your  first  assumption? 

The  Witness:  The  first  assumption  was  that  each  class 
of  business  should  pay  their  equitable  portion  of  the  total 
reevnue,  that  is  the  forecast  revenue  at  the  present  date 
plus  $3,500,000. 

Commissioner  Spencer:  That  equitable  portion  was  not 
based  on  the  cost  of  service. 

The  Witness :  That  is  right,  it  was  not  based  on  that  cost 
of  service. 

Commissioner  Spencer:  You  must  have  had  some  start¬ 
ing  point. 

The  Witness:  All  right,  we  had  a  starting  point.  We 
knew  that  our  contract  with  the  Cooperative  needed  adjust¬ 
ment.  That  lopped  off  $22,000.  We  looked  at  the 
198  street  lighting  and  railway  and  as  I  testified  the 
street  railway  car  current  at  the  substation  was 
comparable  to  any  other  high  voltage  customer  and  should 
therefore  pay  approximately  that  rate.  We  did  estimate 
the  cost  of  conversion.  Similarly  with  the  street  lighting. 
We  considered  that  the  cost  of  furnishing  current  to  a 
street  lighting  circuit  was  similar  to  that  of  any  other  com¬ 
mercial  customer.  We  arrived  at  the  cost  of  servicing  the 
lights  in  the  manner  that  I  testified  to.  So  that  we  have  ar¬ 
rived  at  the  point  where  these  street  light  and  railway 

services  are  based  on  the  estimated  cost  in  so  far  as  thev 

•> 

were  not  comparable  with  any  other  customers,  but  where 
they  were  comparable  they  were  assigned  the  same  rate 
as  ultimately  appeared  for  the  other  customers  when  the 
allocation  was  made. 
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Commissioner  Spencer:  Well,  then,  in  effect  what  yon 
have  done  there  is  to  throw  the  kilowatt-hours  of  street 
lighting  and  railway  into  high  tension  and  distribute  them 
on  that  basis  as  between  your  domestic  and  your  low  ten¬ 
sion  commercial  and  high  tension  commercial. 

The  Witness :  I  think  that  would  be  the  effect  of  it,  yes. 
It  would  come  out  about  the  same  way. 

Commissioner  Spencer:  Of  course,  by  taking  the  re¬ 
mainder  theory  you  are  going  to  come  out  to  100  per  cent 
no  matter  to  what  you  assign  your  first  subtraction. 

The  Witness :  That  is  right. 

•  •••••••• 

199  Mr.  Sparks:  I  move,  Mr.  Chairman,  that  the  ap¬ 
plication  of  the  Potomac  Electric  Power  Company 

involved  in  this  proceeding  be  dismissed.  We  believe  that 
the  company  has  failed  wholly  to  make  out  a  case  to  justify 
any  increase  in  the  District  of  Columbia  or  to  Capital  Tran¬ 
sit  Company,  or  any  other  customer  so  far  as  that  goes. 
We  think  their  approach  is  typified  by  the  last  few  words 
which  Mr.  Main  said  on  the  witness  stand,  that  they 

200  assumed  a  certain  increase  to  Capital  Transit  and 
they  set  out  to  prove  the  validity  of  that  assumption 

by  applying  proposed  high  voltage  rates  to  the  Capital 
Transit  Service.  Now,  that  seems  clearly  to  be  merely 
running  around  in  a  circle  to  attempt  to  prove  what  you 
have  already  assu&ed.  We  think  that  is  typical  of  the 
whole  approach  here  and  we  think  that  they  have  failed 
wholly  to  make  out  a  case. 

It  is  not  the  duty  of  Capital  Transit  or  of  the  staff  of 
the  Commission  to  supply  the  deficiencies  that  may  exist 
in  the  record  at  this  time. 

Mr.  Reilly :  I  am  not  even  going  to  dignify  that  by  an 
answer,  Mr.  Chairman. 

Chairman  Flanagan:  Motion  denied.  The  Commission, 
however,  feels  that  in  view  of  the  wide  range  of  increases 
proposed,  it  will  be  unable  to  make  a  decision  finally  in 
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this  case  without  a  cost  of  service  study.  And  it  directs 
the  company  to  prepare  such  a  study  for  submission. 

With  regard  to  the  length  of  time  of  the  recess,  the  Com¬ 
mission  had  in  mind  resuming  these  hearings  on  September 
19,  but  I  understand  several  attorneys  desire  to  attend  the 
convention  of  the  American  Bar  Association  on  that  date. 

There  may  be  a  better  reason,  however,  for  delaying  it 
one  further  week,  which  will  give  that  much  more  time  to 
prepare  for  cross-examination  and  also,  in  our  opinion, 
will  save  time,  because  the  parties  who  wfish  to  pre- 
201  sent  direct  testimony  at  that  time  should  be  pre¬ 
pared  to  go  forward. 

«•••••••• 

205  Herbert  F.  G.  Main  resumed  the  stand  and  testi¬ 
fied  further  as  follows : 

Direct  Examination 

By  Mr.  Reilly: 

*#•*••••• 

207  Q.  Mr.  Main,  was  Exhibit  No.  31  prepared  by  you 
and  under  your  supervision!  A.  It  wras. 

Q.  Will  you  state  to  the  Commission  the  results  of  your 
cost  of  service  study?  A.  Two  sets  of  figures  were  devel¬ 
oped  in  this  study.  First  the  distribution  of  costs,  includ¬ 
ing  return,  equal  to  the  revenue  actually  received  during 
the  six-month  period  ending  with  June,  1950,  and 

208  second  the  distribution  of  costs,  including  return, 
equal  to  the  revenue  which  would  have  been  received 

by  the  company  had  the  proposed  rates  been  in  effect  dur¬ 
ing  that  period. 

The  first  page  of  the  three  summary  pages  in  the  front  of 
Exhibit  31  shows  the  distribution  of  the  rate  base,  costs  and 
return  under  the  present  rates.  Line  21  showrs  the  amount 
of  revenue  that  w’as  actually  received  from  each  class  of 
customer,  and  line  22  shows  the  percentage  of  the  total 
revenue  that  was  received  from  each  class. 

Lines  27  and  28  show,  respectively,  the  total  cost  of  serv¬ 
ice,  including  return,  for  each  class  and  the  percentage  of 
the  cost  for  each  class  to  the  total  cost. 
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The  second  of  the  three  summary  pages  shows  the  dis¬ 
tribution  of  the  rate  base,  costs  and  return  under  the  pro¬ 
posed  rates.  Lines  21  and  22  show  the  revenue  and  per¬ 
cent  of  total  produced  by  the  aplication  of  the  proposed 
rates.  Lines  27  and  28  show,  respectively,  the  amounts 
and  percents  of  total  costs,  including  return,  for  the  dif¬ 
ferent  classes. 

The  figures  I  have  just  referred  to  are  set  down  in  com¬ 
parative  form  on  the  third  summary  page. 

Columns  1  and  2  on  this  sheet  show  the  distribution  of 
the  revenue  as  actually  received  at  present  rates.  Columns 
3  and  4  show  the  distribution  of  the  same  revenue  on  the 
basis  of  each  class  earning  the  same  rate  of  return  on  its 
rate  base. 

Columns  5  and  6  show  the  revenue  as  it  would 
209  have  been  obtained  had  the  proposed  rates  been  in 
effect  during  the  period  and  Columns  7  and  8  show 
the  distribution  of  the  revenue  at  proposed  rates  on  the 
basis  of  equal  rate  of  return  for  all  classes. 

Columns  5  through  8  show  that,  at  the  proposed  rates, 
the  revenue  from  the  Railway,  Street  Lighting  and  South¬ 
ern  Maryland  Co-operative  classes  is  practically  the  same 
as  the  cost  estimate,  the  High  Voltage  Schedules  revenue 
is  some  10  percent  below  the  estimated  cost  and  the  reve¬ 
nues  from  the  Low  Voltage  Schedules  and  Virginia  Elec¬ 
tric  and  Power  Company  are  slightly  above  cost. 

Q.  Mr.  Main,  have  you  prepared  explanatory  notes  which 
describe,  in  a  general  way,  how  Exhibit  No.  31  was  pre¬ 
pared?  A.  Yes,  I  have. 

Mr.  Reilly:  If  the  Commission  please,  I  have  handed  to 
the  Commission  and  to  the  official  reporter  and  to  counsel 
copies  of  a  three-page  document  consisting  of  five  pages 
which  has  been  marked  Pepco  Exhibit  No.  31A  and  identi¬ 
fied  “Potomac  Electric  Power  Company — Estimated  Cost 
of  Service  Six  Months  Ended  June  1950,  Explanatory 
Notes”  and  ask  that  the  document  be  identified  as  set  forth 
on  the  first  page. 
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Chairman  Flanagan :  It  may  be  so  marked. 

(Pepco  Exhibit  No.  31A  was  marked  for  identi¬ 
fication.) 

By  Mr.  Reilly: 

210  Q.  Does  Exhibit  31A  contain  the  explanatory  notes 
which  yon  prepared?  A.  Yes,  it  does. 

•  *•#•**#• 

213  James  H.  Ferry  resumed  the  stand  and  testified 
further  as  follows: 

C  ross-Examination 

By  Mr.  Harrison: 

Q.  Mr.  Ferry,  will  you  please  state  what  the  peak  load 
has  been  so  far  in  the  year  1950  and  when  that  occurred? 
A.  518,000  kilowatts.  It  occurred  in  August.  That  is  the 
date  on  our  own  system.  That  does  not  include  the 

214  Virginia  Electric  and  Power  which  we  never  counted 
in  our  system  load.  That  is  the  maximum  kilowatt 

demand  of  the  Washington  System  including  all  of  our 
own  system  only.  Nothing  that  was  sent  to  Virginia  is 
included  in  that. 

Q.  Mr.  Ferry,  on  page  2  of  Exhibit  2  you  have  under 
Column  4  an  amount  shown  for  No.  3  and  No.  4  units  at 
Potomac  River.  I  believe  that  you  indicated  in  your  di¬ 
rect  -  A.  Page  2  of  Exhibit  what? 

Q.  Exhibit  5 — page  2  of  Exhibit  5.  I  am  sorry,  that  is 
Exhibit  2.  I  think  you  mentioned  in  your  direct  testimony 
that  it  would  be  necessary  to  determine  by  studies  just  when 
that  installation  would  be  made.  Are  you  able  to  state 
now  anything  more  particularly  in  reference  to  that  work. 
What  studies  will  have  to  be  made?  A.  Page  2? 

Q.  Yes,  sir.  A.  Of  Exhibit  2.  That  is  the  right  one,  is  it? 
Q.  $7,400,000  in  Column  4  for  1952.  A.  I  don’t  find  that 
on  page  2  of  Exhibit  2,  No.  3  and  No.  4  units  at  the  Potomac 
River  Plant.  I  don’t  remember  exactly  w’hat  I  said  about 
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that,  but  the  sense  of  it  was  that  no  action  would  be  taken 
until  the  peak  loads  of  at  least  1951,  I  believe — yes,  1951 — 
were  realized  and  supported  our  belief  that  such  units  would 
be  needed.  But  also  that  the  one  in  1955,  which  is 

215  not  shown  on  here,  there  would  be  no  commitment 
made  through  the  peak  load  of  1953.  I  don’t  remem¬ 
ber  anything  about  any  further  study  on  those  two  units. 

Q.  How  soon  will  you  have  to  make  a  commitment  on 
the  No.  3  Plant  in  order  to  get  the  installation?  A.  About 
two  years  ahead  of  the  date  that  it  is  wanted. 

Q.  And  you  will  not  know  until  1951  whether  or  not  you 
will  be  able  to  install  that  plant?  A.  That  is  right — to 
show  whether  or  not  the  trend  that  we  have  set  up  here  of 
peak  loads  anticipated  will  be  supported  by  the  facts. 

Q.  Just  what  is  that  amount  of  $7,400,000  based  upon 
at  the  present  time?  A.  Well,  the  $7,400,000  is  based  on 
the  expenditures  which  would  probably  be  incurred  in 
1952  if  wre  decided  to  go  ahead  with  the  unit.  $3,600,000,  if 
I  recall  correctly,  is  the  amount  necessary  to  complete  it  in 
the  following  year. 

Q.  And  in  1950  it  might  be  decided  that  that  unit  would 
not  be  installed  at  all.  A.  In  1951  it  might. 

Q.  Of  course,  in  that  event  you  would  not  need  the 
$7,400,000?  A.  Well,  that  is  correct,  yes. 

Q.  Are  there  any  other  proposed  expenditures  on  such 
a  tentative  basis  as  this  item  that  I  have  questioned 

216  you  about  for  1952  or  later  years?  A.  Possibly 
some  of  these  transmission  items.  There  is  one  there 

of  $500,000  that  might  be  involved  in  that — $501,000  in 
1953.  I  say  probably.  They  would  be  in  the  same  category 
although  the  circumstances  might  change  that.  In  other 
words,  it  might  be  necessary  to  put  in  transmission  from 
Potomac  River  Station  even  though  additional  capacity 
were  not  put  in. 

Q.  Well,  are  there  any  items  included  in  Column  3  for 
the  year  1951  that  are  tentative  at  this  time  and  might  not 
be  installed?  A.  There  is  $1,112,000  in  ’51  for  a  69  kv 
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line  from  Georgetown  to  Takoma  which  I  would  regard  as 
tentative. 

Q.  Howv  tentative  is  that  at  this  time?  A.  It  depends 
on  how  the  load  develops.  The  load  doesn’t  always  de¬ 
velop  in  individual  localities  the  way  that  we  have  antici¬ 
pated  it  nor  at  the  time  that  we  have  anticipated  it. 

Q.  When  the  load  develops,  when  would  you  expect  that 
load  to  develop  and  when  would  you  know  definitely  about 
that  commitment?  A.  I  would  say  in  1951. 

Q.  The  early  part  of  1951?  A.  Yes. 

Q.  It  is  possible,  then,  at  this  time  that  that  ex- 

217  penditure  will  not  be  made  in  1951.  A.  It  is  possi¬ 
ble,  yes,  sir. 

Q.  Now,  all  of  these  figures  shown  on  page  2  of  your 
Exhibit  2  have  been  included  for  the  year  1950  and  1951  in 
determining  the  rate  basis  upon  which  return  will  have  to 
be  made,  have  they  not?  A.  The  figures  for  1951? 

Q.  1950  and  1951.  A.  1950  has  been  included  and  I 
don’t  regard  those  as  tentative.  I  should  say  they  were  firm 
for  that  year. 

Q.  Well,  did  you  hear  Mr.  Dunn’s  testimony  in  which 

he  stated  that  the  rate  basis  for  the  year  1951  -  A. 

Well,  I  don’t  recall  what  he  said. 

Q.  Well,  did  you  furnish  him  the  requirements  for  1951 
upon  which  he  might  have  made  an  estimate  of  the  1951 
base?  A.  We  furnished  him  the  estimated  requirements. 

Q.  And  that  would  include  those  amounts  which  are  in 
Column  3  for  1951  ?  A.  That  is  right. 

Q.  If  some  of  these  amounts  are  not  required,  then  to 
that  extent  the  rate  base  for  1951  would  be  too  high.  A. 
That  is  true.  Conversely,  there  may  be  items  that  are  not 
anticipated  in  this  budget,  estimate,  which  will  be  required. 

Chairman  Flanagan :  Mr.  Ferry,  during  this  mom- 

218  ent  I  would  like  to  clarify  something  for  my  own 
benefit.  When  you  talk  of  that  $7,400,000  in  1952, 

do  you  use  the  words  “commitments”  and  “expenditi- 
tures”  as  being  synonymous? 
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The  Witness:  Well,  it  just  depends  on  how  I  used  them. 
But  ordinarily  I  should  think  we  would  say  yes. 

Chairman  Flanagan:  Well,  you  wouldn’t  he  in  a  posi¬ 
tion  to  determine  definitely  with  regard  to  that  expendi¬ 
ture  of  $7,400,00  until  the  peak  load  for  1951  has  been  ex¬ 
perienced. 

The  Witness :  That  is  the  idea,  yes,  sir. 

Chairman  Flanagan:  Now,  after  you  place  your  orders 
for  such  large  pieces  of  equipment,  approximately  what 
lapse  of  time  is  there  between  the  placing  of  the  order  and 
the  date  on  which  financing  must  be  accomplished  and  the 
funds  available,  taking  due  allowance  for  delays  that  oc¬ 
cur  in  wartime? 

The  Witness :  Well,  if  we  make  the  commitments,  we  know 
about  when  the  expenditures  are  going  to  have  to  be  made. 
For  example,  turbine — a  boiler — well,  a  boiler.  I  think  I 
stated  in  here  24  or  25  months  from  the  time  the  commit¬ 
ment  it  would  be  delivered  and  payments  presumably  would 
start  then,  if  it  can  be  arranged  that  way.  All  these  things 
are  subject  to  current  conditions — whether  the  manufactur¬ 
ers  are  willing  to  accept  contracts  on  that  basis.  Some  of 
them  want  payments  to  be  made  on  the  installment  plan  as 
you  go  along.  So  far  we  have  been  able  to  place  our  con¬ 
tracts  so  that  the  first  payment  would  be  upon  ship- 
219  ment  of  the  material.  That  would  be  a  partial  pay¬ 
ment. 

Chairman  Flanagan :  There  again  if  you  have  an  item  as 
large  as  a  turbine  and  it  takes  24  months  for  delivery,  you 
wouldn’t  actually  need  the  entire  cost  of  that  turbine  to 
be  available  at  the  time  you  commit  yourself. 

The  Witness:  That  is  right,  but  there  are  many  other 
things  that  go  into  the  project — building  space,  for  exam¬ 
ple.  We  must  complete  those  long  before  the  turbine  or 
boiler  or  any  other  apparatus  is  delivered — and  auxiliary 
equipment  that  must  be  bought  and  placed.  When  the 
turbine  is  delivered,  it  is  ready  then  for  erection.  It  may 
be  three,  four  or  six  months  are  required  to  erect  it.  A 
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boiler,  on  the  other  hand,  will  require  about  a  year  to  erect. 
Payments  on  the  boiler  must  be  made,  under  ordinary  cir¬ 
cumstances,  when  the  first  shipment  is  made. 

Chairman  Flanagan :  All  right. 

By  Mr.  Harrison : 

Q.  Mr.  Ferry,  you  indicated  that  there  might  be  other 
expenditures  for  the  year  1951  which  you  have  not  includ¬ 
ed  here.  Did  you  not  include  in  your  estimate  of  the  neces¬ 
sary  expenditures  for  1951  all  of  the  expenditures  upon 
which  present  facts  led  you  to  include?  A.  That  is  right. 

Q.  Do  you  know  of  any  item,  such  as  $1,112,000,  that 
might  develop  in  1951  that  you  can’t  foresee  under 

220  the  known  facts?  A.  No.  What  I  had  in  mind  there 
is  that  right  now  the  Military  Establishment  and 

other  agencies  are  talking  about  dispersal  of  activities  in 
Washington  which  would  require  us  to  make  expenditures 
to  supply  those  new  installations  which  we  don’t  know 
about,  don’t  know  whether  they  are  going  to  do  it  or  not. 
And  they  were  not  talking  about  it  at  the  time  we  prepared 
these  estimates. 

Q.  Referring  again  to  the  1951  estimate,  Mr.  Ferry, 
would  you  say  that  there  is  greater  probability  of  some  of 
the  amounts  there  shown  not  being  expended  than  there  is 
a  probability  of  additional  large  amounts  being  included 
for  1951  upon  the  facts  as  you  know  them  now?  A.  No,  I 
know  of  no  reason  to  say  that  there  is  any  probability  that 
these  projects  for  which  these  amounts  are  included  in  1951 
will  not  be  started  in  that  year.  Otherwise  I  wouldn’t  put 
them  in  there. 

Commissioner  Spencer:  Are  not  Units  3  and  4  scheduled 
under  this  exhibit  as  1952? 

The  Witness:  No,  sir.  This  other  exhibit,  Exhibit  No.  4, 
shows  the  Potomac  River  Plant  capacity  being  raised  from 
160,000  to  240,000  in  1953,  presumably  in  the  spring  or  early 
summer  of  1953. 

Commissioner  Spencer:  The  first  expenditures  showm 
here  on  page  2  of  five  of  Exhibit  2  are  shown  for 

221  1952. 
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The  Witness :  That  is  right. 

Commissioner  Spencer:  Now,  we  have  been  speaking  of 
1951  and  expenditures  in  the  past  few  questions.  1  was 
wondering,  counsel,  do  those  apply  to  this  proposed  ex¬ 
penditure  of  Units  3  and  4  in  1952  or  to  the  proposed  ex¬ 
penditures  shown  on  page  2  of  five  of  Exhibit  No.  2  for 
1951? 

Mr.  Harrison :  I  first  asked  him  about  the  1952,  particu¬ 
larly  the  large  amount  of  $7,400,000.  When  Mr.  Ferry 
mentioned  the  other  item  of  $500,000,  then  my  later  ques¬ 
tions  were  directed  to  the  year  1951. 

Commissioner  Spencer :  I  see.  Thank  you. 

Mr.  Harrison :  Of  course  my  questions  of  1951  went  more 
or  less  to  the  development  of  the  rate  base  which  has  been 
used  by  Mr.  Dunn. 

The  Witness :  Yes. 

Mr.  Harrison :  If  the  Commission  please,  I  have  no  other 
questions  at  this  time.  It  is  possible  I  might  have  a  few 
more  of  Mr.  Ferry.  I  would  like  to  reserve  that  right. 

Chairman  Flanagan:  Very  well. 

Mr.  O  ’Dea :  I  have  no  questions. 

Mr.  Kirby:  No  questions  of  Mr.  Ferry. 

By  Mr.  Myse: 

Q.  Mr.  Ferry,  I  take  it  from  what  you  said  this  morning 
that  the  future  additions  shown  on  Exhibit  2  are  based 
upon  your  forecasts  of  loads  in  Exhibit  4,  is  that 
222  right?  A.  That  is  right. 

Q.  And  as  I  understand  your  testimony  given  at 
the  previous  session  as  well  as  this  morning,  so  far  as  the 
additions  shown  on  Exhibit  2  in  the  years  ’53  and  ’54  are 
concerned,  Columns  5  and  6,  they  are  regarded  as  tentative, 
is  that  right  ?  A.  Yes,  I  think  that  is  a  fair  statement. 

Q.  Now,  if  the  future  loads  are  less  than  those  that  you 
show  on  Exhibit  No.  4,  of  course  you  would  require  less 
plant  additions  than  you  show  on  Exhibit  2,  is  that  correct? 
A.  I  think  so. 
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Q.  Now,  turning  to  Exhibit  4,  do  I  understand  that  that 
represents  your  judgment,  that  is,  the  load  estimates  on 
that  exhibit  represent  your  judgment  as  to  what  the  future 
loads  would  be?  A.  It  is  the  judgment  of  our  engineers 
who  studied  this  sort  of  thing,  make  allowances  for  known 
loads  that  are  coming  on,  and  allowances  for  general  growth 
all  over  the  system,  in  which  judgment  I  concur. 

Q.  Well,  did  you  make  any  independent  study  in  order 
to  enable  you  to  concur  in  the  judgment  of  these  engineers 
that  you  speak  of?  A.  I  review  the  data  which  they  pre¬ 
pare,  so  that  it  may  have  been  changed  or  not.  I  don’t 
recall  that  I  did  make  any  changes. 

223  Q.  Well,  now,  just  what  was  the  data  that  you  re¬ 
viewed  which  you  say  they  prepared?  What  was  the 
nature  of  that  data?  A.  Well,  it  was  estimates  of  loads,  of 
individual  loads,  for  example,  the  U.S.  Capitol  and  maybe 
one  hundred  other  projects — Carderock  Testing  Base  and 
White  Oak  Ordnance  Laboratory,  dozens  of  things  of  that 
sort  which  I  can’t  recall.  One  of  my  boys  listed  them  all 
here.  I  believe  you  people  have  seen  the  working  papers 
and  know  what  they  are. 

Q.  In  other  words,  as  I  understand  it,  the  data  that  you 
reviewed  on  which  you  based  your  estimate  or  concurred 
in  the  estimate  of  your  engineers  is  data  consisting  of  their 
estimates  of  loads  at  specific  locations,  is  that  right?  A.  In 
part,  yes,  and  an  allowance  for  general  increase  in  uses. 

Q.  By  the  way,  who  testified  as  to  the  load  forecast  in 
the  1948  case?  A.  I  didn’t.  I  don’t  recall  who  did.  Mr. 
Lank:  I  believe  did. 

Q.  Do  you  recall  now  w'hether  or  not  the  actual  loads  as 
experienced  after  1948  were  higher  or  lower  than  the  load 
forecast  as  presented  to  the  Commission  in  that  case?  A.  I 
believe  I  testified  myself  that  they  were  lower. 

Mr.  Reilly:  When  you  say  you  testified,  you  mean  you 
testified  in  this  proceeding? 

The  Witness :  In  this  proceeding,  yes. 
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By  Mr.  Myse : 

Q.  As  I  recall,  you  testified  they  were  lower  because  pri¬ 
marily  for  two  reasons — first,  the  building  program  was 
delayed  by  shortages  and  Capital  Transit  load  dropped  off 
more  than  you  anticipated,  is  that  correct?  A.  Dropped 
off  faster  than  we  anticipated.  We  had  anticipated  it  drop¬ 
ping  off,  but  not  as  fast  as  it  did. 

Q.  Well,  now,  looking  at  the  situation  today,  would  you 
anticipate  that  as  a  result  of  the  current  wartime  condi¬ 
tions  that  there  would  be  any  curtailment  in  the  building 
program?  A.  Well,  we  have  given  some  thought  to  it. 
There  has  been  no  evidence  of  it  yet. 

Q.  Well,  do  I  understand  that  you  don’t  anticipate  any 
curtailment?  A.  Well,  I  don’t  know  that  I  do.  It  is  a 
point  that  is  difficult  to  decide.  Looking  around  the  country 
there  seems  to  have  been  no  falling  off  of  the  building  pro¬ 
jects,  and  the  latest  information  I  have  is  that  the  number 
of  starts  are  greater  in  many  cases  than  what  was  antici¬ 
pated. 

Q.  Well,  what  caused  you  to  give  some  consideration  to 
it  recently?  A.  To  the  falling  xff  of  building  projects? 

Q.  Yes.  A.  Well,  because  I  feared  there  might 
225  be  a  shortage  of  materials  and  labor  as  well. 

Q.  So  that  the  curtailment  of  the  building  is  defi¬ 
nitely  in  the  picture  in  some  form  or  another.  A.  Is  a  pos¬ 
sibility. 

Q.  Now,  in  that  event,  that  would  have  the  effect  of  re¬ 
ducing  your  anticipated  peak  loads.  A.  Yes. 

Q.  Now,  this  morning  you  mentioned  that  the  military 
agencies  now  are  planning  dispersal  of  their  activities  to 
new  installations  in  the  Washington  area.  A.  If  I  said 
that  I  didn’t  mean  to  say  that.  I  said  that  the  military 
agencies  are  planning  developments  in  the  Washington 
area  which  are  considerable,  and  that  other  agencies,  I  don’t 
know  who  is  responsible  for  it  in  the  government,  are  plan¬ 
ning  these  dispersal  things.  For  example,  I  have  a  memo- 
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randum  of  I  think  six  cases  involved  in  dispersal  which  they 
haven’t  told  me  where  they  are. 

Q.  Well,  do  you  think  that  this  dispersal  program  will 
have  any  effect  on  your  future  loads?  A.  Why,  yes. 

Q.  In  what  way?  A.  Well,  first  it  would  tend  to  increase 
the  loads  at  the  locations  where  these  agencies  are  to  be 
relocated,  and  that  would  of  course  require  transmission 
and  distribution  to  reach  those  places  if  they  are 

226  substantial  loads.  Second,  it  might  be  expected  that 
if  considerable  personnel  is  dispersed  from  present 

locations,  there  may  be  a  reduction  in  load  at  those  loca¬ 
tions,  but  we  are  not  in  a  position  to  make  any  estimate 
of  it  because  we  don’t  even  know  what  the  agencies  are 
nor  where  they  will  be  dispersed  to. 

Q.  Well,  do  you  have  any  knowledge  which  would  lead 
you  to  believe  that  the  dispersal  program  would  tend  to 
increase  loads  in  any  place  on  your  system?  A.  Certainly. 

Q.  Where  would  those  locations  be  generally,  in  the  Dis¬ 
trict  of  Columbia?  A.  I  just  told  you  they  had  not  told  me. 
No,  I  don’t  think  they  would  be  in  the  District  of  Columbia. 

Q.  They  would  be  in  Maryland,  is  that  it?  A.  Presum¬ 
ably  in  Maryland. 

Q.  Have  you  had  any  indication  from  Capital  Transit 
that  they  intend  to  abandon  any  more  street  car  lines? 
A.  Well,  I  haven’t  directly,  but  our  engineering  department 
talked  with  some  of  their  people  some  time  ago  and  they 
indicated  that  there  would  be  a  program  of  abandonment 
of  certain  lines,  but  didn’t  say  that  it  was  imminent. 

Q.  Well,  in  the  event  of  abandonment  of  certain  of  those 
lines  referred  to  by  these  people,  that  would  have  the  effect 
of  lower  loads  than  you  anticipate  for  the  future.  A.  For 
the  Transit  Company,  yes. 

227  Q.  Now,  someplace  in  your  testimony,  I  believe  it 
was  at  the  last  session,  you  stated  that  the  estimates 

which  you  have  given  as  to  load  conditions  for  the  future 
in  Exhibit  No.  4  do  not  reflect  the  current  wartime  condi¬ 
tions.  Am  I  correct  in  that?  A.  That  is  right.  They  were 
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prepared  before  that  thing  became  a  factor  in  this  business. 

Q.  Does  that  mean  that  if  current  wartime  conditions 
continue  in  much  the  same  manner  as  in  the  early  days  of 
World  War  II  that  you  would  anticipate  higher  loads  than 
you  estimate?  A.  Yes,  sir. 

Q.  Do  you  have  any  basis  for  estimating  the  amount  of 
the  increase  over  and  above  the  loads  you  have  included? 
A.  No,  and  we  made  no  estimate  of  it. 

Q.  In  the  early  days  of  World  War  II,  that  did  have  the 
effect  of  materially  increasing  your  loads  beyond  those 
forecast  just  prior  to  that  period,  is  that  right?  A.  Yes, 
sir. 

Q.  W7ould  you  expect  the  same  thing  to  hold  true  under 
the  present  conditions,  if  they  continue?  A.  Yes,  I  would 
expect  it. 

Q.  Now,  will  you  turn  to  Exhibit  4  that  you  presented 
to  the  Commission  and  refer  to  the  group  of  lines  num¬ 
bered  1  to  5  inclusive  on  that  Exhibit  4  and  define 
228  for  me,  if  you  will,  what  you  mean  by  sustained  cap¬ 
ability?  A.  I  think  we  would  adopt  a  definition  of 
the  Federal  Power  Commission  that  it  is  the  capability  of 
the  plant  or  the  unit  to  carry  a  load  under  certain  specified 
conditions,  that  is,  for  longer  than  a  very  short  period  of 
time,  a  sustained  load-carrying  ability  for  the  conditions 
that  exist  during  our  peak  load. 

Q.  Now,  just  where  is  that  definition  found  that  you  re¬ 
ferred  to?  A.  Well,  the  only  place  I  can  recall  of  it  is  in 
the  annual  report,  Form  14  I  believe. 

Q.  Well,  I  am  familiar  with  a  Form  12.  A.  Form  12  I 
think  it  is. 

Q.  Mr.  Ferry,  I  have  been  referred  to  Federal  Power 
Commission  Form  12  for  1949,  Schedule  16,  Instruction  1A 
and  I  will  read  it  to  you  and  I  will  ask  you  whether  that  is 
what  you  had  in  mind.  That  instruction  reads  as  follows : 
“Show  as  the  dependable  capacity  of  the  system  fuel  plants 
that  capacity  which  can  be  relied  upon  to  be  available  for 
active  or  standby  service  at  the  usual  time  of  the  annual 
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system  peak.  Allowance  should  be  made  for  any  main¬ 
tenance  outage  of  equipment  which  must  be  scheduled  dur¬ 
ing  the  usual  time  of  the  annual  system  peak,  giving  an 
explanation  under  ‘Remarks’.  In  the  space  under  ‘Re¬ 
marks’  show  what  part  of  the  dependable  system  fuel 
capacity  is  suitable  only  for  short-time  operation  or 

229  standby  service.”  Is  that  the  definition  you  had  in 
mind?  A.  That  is  approximately  it,  yes,  except  in 

this  tabulation  here  we  have  made  no  allowance  for  outages 
for  maintenance. 

Q.  Well,  would  there  be  any  outages  which  must  be  sched¬ 
uled  during  the  usual  time  of  the  annual  system  peak  in 
your  system?  A.  There  might  be,  yes. 

Q.  Have  you  ever  had  any  such  outages?  A.  Yes. 

Q.  What  year?  A.  Had  them  out  this  year. 

Q.  During  August?  A.  Yes. 

Q.  What  other  years  from  the  years  1933  to  this  year? 
A.  I  don’t  recall  anything  except  the  current  situation. 

•  ••*•**•• 

230  Q.  Now,  while  we  are  on  this  Form  12  of  the  Fed¬ 
eral  Power  Commission,  I  have  before  me  a  photo¬ 
static  copy  of  the  1949  Power  System  Statement  filed  by 

Potomac  Electric  Power  Company  which  is  known 

231  as  the  FPC  Form  12  for  the  year  1949.  Now,  that  was 
filed  with  the  Federal  Power  Commission  and  it  states 

on  the  cover  on  April  15, 1950,  and  I  understand  it  was  filed 
about  that  time,  is  that  right?  A.  Probably,  yes,  sir. 

Q.  Mr.  Ferry,  in  that  report,  Schedule  5,  which  is  a  sched¬ 
ule  showing  data  for  the  steam  electric  plant  data  for  the 
year  ending  December  31,  1949,  that  schedule  shows  with 
respect  to  the  Buzzard  Point  Plant  that  the  data  reported  in 
FPC  Form  12  for  the  year  1945  was  correct  as  of  December 
31,  1949,  does  it  not?  A.  Yes. 

Q.  Likewise,  Schedule  5  of  the  1949  Form  12  for  the  Ben- 
ning  Plant  shows  that  the  data  reported  in  the  FPC  Form 
12  for  the  year  1947  was  correct  as  of  December  31,  1949,  is 
that  correct?  A.  Yes. 
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Q.  Then,  in  addition,  the  same  Schedule  5  shows  that 
as  of  December  31,  1949  the  Form  12  for  1949  shows  the 
data  for  the  Potomac  Plant  is  76,000  kw  net  plant  capability- 
excluding  plant  use  for  one-hour  duration,  is  that  correct? 
A.  Right. 

Q.  And  that  is  at  a  power  factor  of  86  percent?  A.  Yes. 

Q.  And  it  also  shows  the  same  data  in  the  same  amounts 
for  two-hour  duration  and  continuous  duration,  is 

232  that  right?  A.  For  the  Potomac  River  Plant,  yes. 

Q.  Now,  I  show  you  a  photostat -  A.  I  might 

point  out  to  you  that  you  referred  to  these  figures  as  net 
plant  capability.  These  are  not  net  plant  capabilities  in 
Exhibit  4.  They  are  gross. 

Q.  Mr.  Ferry,  I  think  we  will  come  to  that  eventually. 
But  for  the  time  being,  the  data  and  the  figures  you  just 
stated  for  the  record  were  net  plant  capability  excluding 
plant  use  as  reported  to  the  Federal  Power  Commission, 
is  that  correct?  A.  Yes. 

Q.  Now,  referring  to  Schedule  5  of  the  Power  System 
Statement  of  Washington  Railway  and  Electric  Company 
System  for  the  year  ended  December  31,  1945  as  reported 
to  the  Federal  Power  Commission  in  Form  12,  will  you 
read  into  the  record  the  figures  in  kw  reported  on  that 
form  for  the  Buzzard  Point  Plant  as  net  plant  capability 
excluding  plant  use  for  peak  loads  of  one-hour  duration, 
with  all  equipment  in  service.  A.  Net  plant  capability  ex¬ 
cluding  plant  use  when  not  limited  by  condensor  water  or 
ambient  temperature  for  continuous  operation  with  all 
equipment  in  service,  kilowatts,  257,000;  continuous  opera¬ 
tion  with  largest  generating  unit  out  of  service,  kilowatts, 
210,000  kilowatts. 

Q.  Now,  I  didn’t  ask  you  that,  Mr.  Ferry.  I  asked  you 
for  the  one-hour  duration  figures  which  appear  un- 

233  der  heading  C,  “Plant  Capability  Under  Specified 
Conditions.”  A.  You  mean  D? 

Q.  Under  Part  C.  A.  Net  plant  capability  excluding  sta¬ 
tion  use  when  not  limited  by  condensor  water  or  ambient 


90 


temperature  for  peak  loads  of  one-hour  duration  with  all 
equipment  in  service,  2S1,000  kilowatts. 

Q.  And  that  is  at  a  power  factor  of  88  percent.  A.  That 
is  right. 

Q.  Now,  for  eight-hour  duration  it  was  257,000  kilowatts. 
A.  That  is  right. 

Q.  And  there  were  no  figures  given  for  periods  limited 
by  c.ondensor  water  or  ambient  temperature,  is  that  cor- 
dect?  A.  That  is  right. 

Q.  Now,  referring  to  the  1947  FPC  Form  12  known  as 
Potomac  Electric  Power  Company  System  Report  for  the 
year  ended  December  31,  1947,  will  you  read  into  the  rec¬ 
ord  for  me  the  figures  reported  by  your  company  to  the 
Federal  Power  Commission  for  net  plant  capability  ex¬ 
cluding  plant  use  when  not  limited  by  condensor  water  or 
ambient  temperatures  for  loads  of  one-hour  duration  when 
all  equipment  is  in  service,  under  Part  C  of  that.  A.  Re¬ 
ferring  to  the  Benning  Plant? 

Q.  Yes,  sir.  A.  Continuous  operation  with  all 
234  equipment  in  service,  under  these  conditions  that 
you  have  stated,  212,000  kilowatts. 

Q.  Will  you  give  me  the  same  figure  for  one-hour  dura¬ 
tion.  A.  One-hour  duration,  225,000  kilowatts. 

Q.  That  is  at  a  power  factor  of  S6  percent,  is  that  right? 
A.  That  is  right. 

Q.  Now’,  contained  in  that  report  are  also  some  figures 
during  periods  when  the  Benning  Plant  was  limited  by  con¬ 
densor  water  and  ambient  temperature,  is  that  correct?  A. 
Yes. 

Q.  Will  you  give  us  the  loads  under  those  conditions  for 
one-hour  duration,  or  the  load?  A.  217,000  kilowatts. 

Q.  Nowr,  for  continuous  duration  it  is  204,000  kilow’atts, 
is  that  right?  A.  204,000. 

Q.  What  does  the  w’ord  “ambient  temperature”  mean  in 
connection  with  those  reports,  Mr.  Ferry?  A.  Well,  I 
guess  it  depends  on  which  particular  thing  you  are  talking 
about.  With  a  generator  it  would  mean  the  temperature 
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of  the  surrounding  air  of  the  generator  or  transformer  or 
whatever  the  equipment  was. 

Q.  Are  those  the  kind  of  factors  that  you  referred 

235  to  in  your  direct  testimony  as  limiting  the  Benning 
Plant?  A.  Yes,  some  of  them.  We  stressed  partic¬ 
ularly  the  water  temperature  for  the  condensor  cooling. 

Q.  Well,  that  is  also  referred  to  in  the  second  set  of  fig¬ 
ures  that  you  gave  from  Benning.  A.  It  is  referred  to, 
yes,  not  as  an  ambient.  We  also  referred  to  the  effect  of  the 
changing  power  factor  on  the  generators. 

Q.  Now,  as  I  gather  from  the  figures  that  you  reported 
to  the  Federal  Power  Commission,  the  difference  between 
the  conditions  where  it  is  not  limited  by  condensor  water 
and  where  it  is  limited  by  condensor  water  or  ambient  tem¬ 
perature  are  about  8000  kilowatts,  is  that  correct?  A.I 
don’t  recall  the  figures  that  you  read  there. 

Q.  Well,  for  loads  of  one-hour  duration  it  was  225,000 
kw  and  that  is  when  not  limited,  and  when  limited  it  was 
217,000,  which  is  a  difference  of  8,000,  is  it  not?  A.  I  guess 
so,  yes. 

Q.  Now,  referring  to  the  1949  figures  in  your  Exhibit 
No.  4,  you  show  a  sustained  capability  of  195,000  for  the 
Benning  Plant,  do  you  not?  A.  When — what  year? 

Q.  1949.  A.  That  is  right. 

Q.  Now,  gross  gain,  I  call  your  attention  to  that, 

236  gross  capability.  That  does  not  represent  the  same 
kind  of  capability  that  you  reported  to  the  Federal 

Power  Commission,  am  I  correct  in  that?  A.  The  Federal 
Power  Commission  in  that  report  specifies  the  net  capabil¬ 
ity,  leaving  out  station  uses. 

Q.  And  yet  you  reported  a  higher  figure  leaving  out  sta¬ 
tion  uses  to  the  Federal  Power  Commission  for  the  year 
1949  than  you  use  in  Exhibit  4,  is  that  right?  A.  If  that  is 
the  way  it  is,  yes,  we  did. 

Q.  There  isn’t  any  question  as  to  the  fact  that  the  photo¬ 
stats  that  I  handed  you  were  actually  copies  of  the  reports 
made  to  the  Federal  Power  Commission,  is  there?  A.  No, 
I  haven’t  raised  any  question  about  them. 
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Q.  Now  I  would  like  to  have  you  check  those  figures  and 
if  there  is  any  question  about  it  by  anyone,  let  us  know  be¬ 
cause  we  photostated  them  from  the  records  of  the  Federal 
Power  Commission.  A.  I  don’t  raise  any  question  about 
them.  There  may  be  some  explanations  necessary  which  I 
am  not  able  to  give  at  this  time. 

Q.  Do  you  need  a  continuous  capability  of  a  generator 
to  carry  a  load  during  a  sixtv-minute  period?  A.  Well,  I 
guess  that  depends  on  what  you  mean  by  continuous,  prob¬ 
ably  almost  the  same  thing,  because  in  a  sixty-minute  load 
you  certainly  would  be  subjected  to  all  the  heating 

237  and  other  conditions  that  come  up  there. 

Q.  Well,  wouldn’t  the  one-hour  capability  of  a 
generator  be  a  measure  of  the  load  it  could  carry  over  a 
sixty-minute  period?  A.  The  one-hour  what? 

Q.  Capability.  A.  Yes. 

Q.  So  that  the  one-hour  capability  is  a  fairer  measure  of 
integrated  peak  demands  over  a  sixty-minute  period  than 
any  other  measure.  A.  Yes. 

Q.  Now,  some  time  ago  you  referred  to,  I  believe  it  was, 
Schedule  16  of  this  Form  12,  report  of  Pepco  to  the  Federal 
Power  Commission.  I  read  to  you  a  definition  from  In¬ 
struction  1.  Now,  referring  to  that  Schedule  16  of  Form  12 
to  the  Federal  Power  Commission  for  the  year  ending  De¬ 
cember  31,  1949,  will  you  tell  me  what  Potomac  Electric 
Power  Company  reported  as  net  dependable  capacity  avail¬ 
able  from  system  fuel  plants  exclusive  of  capacity  required 
for  station  use.  That  was  a  figure  of  553,000  kilowatts,  is 
that  correct — for  the  year  ended  December  31,  1949.  A. 
Yes. 

Q.  Is  that  correct?  A.  Yes. 

Q.  Now,  attached  to  that  schedule  is  a  note  as 

238  follows,  under  the  heading  “Remarks.”  “The  Buz¬ 
zard  Point  Plant  is  normally  rated  at  257,000  kw  net, 

but  about  25,000  kw  overload  capacity  is  available  during 
the  daytime  when  needed.  The  maximum  net  generated  at 
this  plant  in  1949  was  2S9,000  kw  on  June  17.  At  Benning, 
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two  large  boilers  were  out  of  service  for  maintenance 
amounting  to  about  13,000  kw.  This  amount  has  been  ex¬ 
cluded  from  the  available  capacity.  12,000  kw  additional 
capacity  at  Benning  is  available  for  short  periods  not  to 
exceed  four  hours.” 

Then  there  is  another  paragraph.  “Emergency  power 
was  delivered  to  the  Virginia  Electric  and  Power  Company 
through  the  Braddock  Light  and  Power  Company  Inc.  in 
1949  under  an  emergency  power  agreement.  The  maxi¬ 
mum  demand  was  30,000  kw.  ’  ’ 

Now,  that  note  appears  on  that  report,  does  it  not?  A. 
That  is  right.  That  30,000  wasn’t  delivered  to  them  to  the 
best  of  my  recollection  during  our  peak  load.  And  if  such 
a  thing  occurred,  we  probably  purchased  the  power  from 
Baltimore  on  their  account  as  we  have  done  from  time  to 
time. 

Q.  Now,  Mr.  Ferry,  you  mentioned  Baltimore  and  I  as¬ 
sume  you  are  referring  to  the  Consolidated  Gas  and  Elec¬ 
tric  Light  and  Power  Company  of  Baltimore,  is  that  cor¬ 
rect?  A.  Yes,  the  contractual  party. 

Q.  Now,  as  I  understand  it,  you  have  a  contract  with  that 
company  under  which  35,000  kw  of  firm  peak  capac- 
239  ity  is  available  to  your  company,  is  that  correct?  A. 
Yes,  sir. 

Q.  And  that  is  a  contract  dated  originally  June  16,  1932 
supplemented  by  an  agreement  of  August  15,  1934,  is  that 
correct?  A.  I  think  so. 

**•*•**#* 

244  Q.  Now,  while  we  are  on  this  contract,  as  I  under- 

245  stand  its  provisions,  you  furnish  energy  to  the  Balti¬ 
more  Company  from  time  to  time?  A.  That’s  right. 

Q.  And  Baltimore  Company  uses  that  energy  like  any 
local  utility  on  its  system  in  reselling  it  to  its  ultimate  con¬ 
sumers  ?  A.  Right. 

Q.  Now,  referring  again  to  your  Exhibit  No.  4,  and  more 
specifically  to  line  No.  6  relating  to  peak  loads  as  you  have 
testified  to  them  in  this  proceeding,  as  I  understand  your 
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testimony  this  morning  you  stated  that  the  peak  load  to 
date  in  1950  was  during  August  sometime,  and  it  was  51S,- 
000  kw.  Is  that  correct?  A.  Right. 

Q.  Is  that  518,000  kw  that  you  testified  to  comparable  to 
the  536,000  kw  shown  on  Exhibit  4  for  1950?  A.  Right. 

Q.  Am  I  right  in  understanding  that  the  peak  loads 
shown  on  line  6  of  Exhibit  4  are  instantaneous  peaks?  A. 
Yes. 

Q.  And  likewise  the  51S,000  is  an  instantaneous  peak? 
A.  That’s  right. 

Q.  Now,  if  that  518,000  kw  represents  the  peak 
246  load  for  the  year  1914 -  A.  1949. 

Q.  - or  for  1950  -  A.  1950,  yes. 

Q.  - your  estimate  of  536,000  kwT  is  overstated  by  ap¬ 

proximately  IS, 000  kw’?  Is  that  right?  A.  That’s  right. 

Q.  And  it  w’ould  follow’  from  your  calculations  on  Exhibit 
4  that  the  figures  on  line  S  and  line  10  are  likewise  over¬ 
stated?  Am  I  right  in  that?  A.  That  is  right. 

Q.  And  likewise  the  figures  on  lines  9  and  11  are  under¬ 
stated?  A.  For  1950  thev  would  be  understated. 

Q.  In  all  cases  by  18,000  kwr  approximately?  Is  that 
right?  A.  I  guess  so,  yes. 

#**#*#### 

249  Q.  Now’,  generally  speaking,  these  instantaneous 
peaks  are  always  higher  than  the  one  hour  inte¬ 
grated  peaks,  are  they  not?  A.  Not  very  much.  We  have 
thought  many  times  of  abandoning  the  instantaneous  peak 
thing.  Every  time  we  make  comparisons,  the  hour  peak 
and  the  instantaneous  peak  are  so  close  that  it  doesn’t 
make  a  bit  of  difference  in  the  economics  of  providing  ap¬ 
paratus. 

Q.  Well,  now',  actually  your  one  hour  peaks  as  reported 
to  the  Federal  Pow’er  Commission  in  Form  12,  w’hich  is 
that  handy  little  volume  I  have  been  referring  to,  Schedule 
13,  for  the  year  1949,  show’  your  system  peak  load  to  be  only 
447,000  kw’.  Is  that  correct?  A.  For  the  year  1949? 
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Q.  Correct.  A.  I  will  have  to  study  this  a  minute.  (Ex¬ 
amining  the  document)  Are  you  referring  to  this  figure 
down  at  the  bottom? 

Q.  I  am  referring  to  a  figure  headed  ‘‘Item  E, 

250  System  Peak  Load  of  the  Year  (C  minus  D).  This 
entry  should  agree  with  the  peak  load  of  the  year 

as  shown  on  Schedules  14  and  15  using  the  same  demand  in¬ 
terval.  ”  A.  That  is  given  as  447,000. 

Q.  And  the  demand  interval  shown  is  60  minutes?  A. 
Sixty  minutes.  Now,  whether  that  is  the  system  peak  as  I 
have  defined  it  or  whether  it’s  affected  by  the  Virginia  Elec¬ 
tric  and  Power  Company’s  load  I  don’t  know. 

Q.  Well,  let’s  see.  Item  A -  A.  That  would  change 

the  shape  of  the  peak. 

Q.  All  of  these  figures  are  for  June  28,  1949,  the  hour 
beginning  12  noon,  Eastern  Daylight  Saving  Time?  A.  I 
still  am  not  familiar  with  how  they  make  adjustments  to 
meet  the  requirement  of  the  Federal  Power  Commission. 

Q.  Well,  let’s  see  what  was  reported.  Item  A  was  re¬ 
ported  as  468,000  kw,  which  is  defined  as  the  combined  net 
demand  on  system  generating  plants.  Is  that  correct?  A. 
For  a  60-minute  interval,  yes.  That’s  right. 

Q.  To  which  was  added  28,000  kw  under  Item  B  as  power 
received  from  other  systems  and  industrial  companies  ex¬ 
cept  “borderline  receipts  entered  on  line  40,  Schedule  8, 
Part  A,”  and  it’s  shown  as  received  from  Baltimore  Com¬ 
pany.  Is  that  correct?  A.  Raising  the  total  system  peak 
to  496,000. 

251  Q.  Well,  that  496,000  kw  is  Item  C,  which  is  labeled 
“demand  on  generating  plant  plus  power  received”? 

A.  Right. 

Q.  Now,  from  that  was  deducted  in  Item  D  power  deliv¬ 
ered  to  other  systems  for  resale.  Is  that  correct?  Except 
to  those  listed  in  Schedule  8,  Part  A?  Is  that  right?  A. 
That’s  right. 

Q.  Now,  will  you  take  those  three  items  and  -  A. 

Also  includes  24,000  apparently  delivered  to  the  Consoli- 
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dated  Gas,  Electric  Light  and  Power  Company  and  22,000 
to  the  Virginia  Electric  and  Power  and  3,000  to  Southern 
Maryland  Co-op  which  must  be  stated  here  as  to  another 
system  but  which  is  counted  as  part  of  our  system. 

Q.  And  those  three  items  total  49,000  kw,  do  they  not? 
A.  Right. 

Q.  Deducting  that  49,000  lav  from  the  496,000  you  arrive 
at  the  447,000  kw,  do  you  not?  A.  Right. 

Q.  That  is  all  at  the  power  factor  of  S6  per  cent?  A.  It 
says  so,  yes. 

Q.  Now,  referring  to  Schedule  19  of  this  handy  little 
volume  which  is  known  as  the  FPC  Form  12  for  the  year 
1949,  that  shows  certain  forecast  data  for  your  sys- 

252  tern,  does  it  not?  A.  (Examining  the  document)  It 
appears  to  be  that,  yes. 

Q.  And  that  shows  data  for  forecasts  of  net  energy  for 
load,  peak  load  and  load  factor  for  the  years  1950  and  1951, 
does  it  not?  A.  I’m  looking  for  the  year.  Do  you  know 
where  it  is? 

Q.  (Indicating  a  portion  of  the  document  referred  to) 
Is  that  right?  A.  I  think  that’s  right. 

Q.  And  the  estimates  of  the  system’s  future  power  re¬ 
quirements  are  on  the  same  basis  as  shown  in  Schedule  14? 
A.  If  the  instructions  require  it  to  be,  I  presume  it  is. 

Q.  Now,  that  Schedule  19  shows  that  your  estimate  of 
peak  load  in  kw  for  1950  during  the  month  of  the  expected 
annual  peak  load  which  you  estimated  to  be  the  month  of 
July  would  be  502,000  kw,  does  it  not?  A.  For  1950,  yes. 

Q.  And  for  1951  you  estimated  the  comparable  figure  to 
be  543,000  kw,  did  you  not?  A.  That’s  right. 

Q.  And  along  with  it  you  estimated  that  for  the  calendar 
year  the  net  energy  for  load  for  1950  would  be 

253  2,299,404,000  kilowatt  hours?  Is  that  correct?  A. 
Right. 

Q.  At  a  load  factor  of  52.3  per  cent?  A.  Right. 

Q.  And  for  1951  the  net  energy  for  load  in  kilowatt  hours 
was  estimated  to  be  2,554,675,000  kwh?  Is  that  correct? 
A.  At  53.7  load  factor. 
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Q.  Thank  you. 

Now,  that  Schedule  19  shows  your  load  factor  increasing 
slightly  between  the  years  1950  and  1951,  does  it  not?  A. 
It  shows  it  was  estimated  to  increase. 

Q.  Now,  generally  speaking,  would  you  expect  it  under 
present  conditions  that  that  would  be  the  fact — that  gen¬ 
erally  rising  load  factor  a  slight  amount?  A.  I  think  we 
would  expect  that,  yes. 

Q.  Now,  referring  back  to  Exhibit  No.  4,  you  show  in 
line  11,  for  example,  what  you  label  a  deficiency  for  every 
year  from  1937  through  1949,  do  you  not?  A.  Yes. 

Q.  Now,  Mr.  Ferry,  will  you  tell  me  whether  or  not  dur¬ 
ing  any  of  those  years  you  were  unable  to  supply  your  load 
because  of  either  lack  of  generating  capacity  or  any  other 
source  of  supply?  A.  I  don’t  recall  that  that  hap- 
254  pened.  We  were  fortunate  in  not  having  any  break¬ 
downs  of  equipment  for  which  this  reserve  capacity 
is  designed. 

Q.  Well,  if  it  had  happened,  you  certain  would  know  it, 
would  you  not?  A.  Yes. 

Q.  Now,  referring  for  a  moment  to  Exhibit  No.  3,  let  me 
ask  you  this  question  with  respect  to  that  exhibit  generally : 
Are  the  cost  trends  shown  the  costs  experienced  by  Potomac 
Electric  Power  Company  itself,  or  does  the  experience  in¬ 
clude  others?  A.  I  think  it’s  largely  our  own  experience, 
but  there  may  be  some  items  from  which  data  from  other 
sources  have  been  taken.  I’m  not  sure  of  that. 
**•*•***• 

256  Q.  Now,  referring  to  page  2  of  Exhibit  No.  2  and 
the  box  headed  “Transmission  Plant,”  the  first  item 
is  labeled  “two  69  kv  lines,  Potomac  River  to  War 

257  Substation.  ’  ’  Am  I  right  in  understanding  that  that 
is  a  transmission  line  from  the  Potomac  plant  to 

serve  the  Pentagon  Building?  A.  No,  I  don’t  think  so. 

Q.  What  installation  does  it  serve?  A.  The  Pentagon 
Building  just  happens  to  be  a  line  of  demarcation,  because 
when  this  estimate  was  prepared  the  lines  were  in  to  the 
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Pentagon  Building  from  the  War  Substation.  Now,  these 
lines — I’m  not  absolutely  certain,  but  I  think  these  two  69 
kv  lines  were  lines — this  is  evidently  a  finishing  up.  May 
I  inquire  here?  (Consulting  with  staff)  This  $40,000  is  two 
lines  that  had  been  installed,  and  this  is  the  last  part  of 
the  cost. 

Q.  Well,  installed  for  what  purpose?  What  load  do  they 
serve?  A.  We  were  running  lines  from  the  Potomac  River 
plant  to  the  G-eorgetown  Substation  and  to  the  Little  Falls 
Substation  which  is  currently  in  the  course  of  construction. 

Q.  I’m  not  referring  to  those.  I  am  referring  to  the  first 
item,  W~ar  Substation.  A.  I  have  got  to  refer  to  all  three 
of  them  because  those  two  lines  are  tied  up  with  them.  As 
far  as  the  War  Substation  is  concerned,  they  were  prac¬ 
tically  finished  apparently  when  this  estimate  was  made, 
and  then  there  is  more  money  to  extend  them  from  there 
on  to  the  Georgetown  Substation. 

258  Q.  Well,  now,  the  War  Substation  is  a  substation 
at  the  Pentagon  Building,  is  it  not?  A.  That’s 

right. 

Q.  And  that  is  a  load  in  Virginia?  A.  Yes. 

Q.  Now,  Little  Falls,  where  is  that?  A.  It’s  up  here  near 
the  Dalecarlia  pumping  station  of  the  Water  Department. 

Q.  That  is  in  Maryland,  is  it  not?  A.  No.  Is  it?  I  don’t 
think  so.  It’s  in  the  District  of  Columbia. 

Q.  Does  it  serve  any  loads  in  Maryland?  A.  It  will 
serve  some  loads  in  Maryland,  the  Capital  Transit  Com¬ 
pany  and  the  Carderock  Testing  Basin  and  come  back  over 
to  Tenleytown  direction,  serve  that  Rockville  area  out  there, 
through  there. 

Q.  The  Army  also  has  a  map  service  up  there  in  Mary¬ 
land,  doesn’t  it?  A.  In  the  District  of  Columbia. 

Q.  Is  that  in  the  District  or  Maryland?  A.  I  think  its  in 
the  District  of  Columbia.  (Consulting  with  staff)  It’s  in 
Maryland. 

Q.  Where  are  Blue  Plains  and  Palmer’s  Corner,  referr¬ 
ing  to  the  next  item  of  69  kv  line?  A.  Blue  Plains  is 
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259  — they  call  it  the  Home  for  the  Aged,  operated  by 
the  District  of  Columbia. 

Q.  Where  is  it?  Is  it  in  the  District  of  Columbia  or  Mary¬ 
land?  A.  It’s  in  the  District  of  Columbia  on  the  Mary¬ 
land  side  of  the  river,  the  southmost  end  of  the  District. 

Q.  WTiere  is  Palmer’s  Corner?  A.  Well,  I  don’t  know 
how — it’s  in  Maryland,  if  that’s  the  point  you’re  trying  to 
make. 

Q.  Yes.  A.  Yes. 

Q.  And  it  serves  load  in  Maryland?  Is  that  right?  A. 
Sir? 

Q.  It  serves  a  load  in  Maryland?  A.  Some  load  in  Mary¬ 
land.  It’s  principally  for  the  purpose  of  connecting  the 
Potomac  River  plant  with  the  Benning  plant  through  a  69 
kv  transmission  line  that  has  existed  from  Benning  to  Palm¬ 
er’s  Corner  and  now  will  be  extended  through  to  the  Poto¬ 
mac  River  plant  or  has  been  extended  through. 

Q.  Now,  on  that  same  page  you  show  a  69  kv  line  to 
Southern  Maryland  Co-op.  Now,  the  Southern  Maryland 
Co-op  obtains  energy  from  you  under  a  contract,  does  it 
not?  A.  Yes. 

Q.  And  it  resells  that  energy  in  Maryland  to  its 

260  customers?  A.  That’s  right. 

Q.  In  this  morning’s  testimony  you  referred  to  a 
69  kv  line  from  Georgetown  to  Takoma.  Is  that  Takoma, 
Maryland?  A.  Yes. 

Q.  And  that  line  would  serve  a  potential  load  or  an  exist¬ 
ing  load  in  Maryland,  would  it  not?  A.  It  probably  would. 
It  could  also  be  used  for  conveying  power  from  Takoma 
into  I  think  it’s  the  Georgetown  Substation.  The  Takoma 
substation  is  the  point  where  we  receive  power  from  Balti¬ 
more  over  220,000-volt  line. 

Q.  And  it  could  be  used  to  serve  Baltimore  Company  as 
well,  could  it  not?  A.  It  could,  yes. 

Q.  Probably  will  be  used  to  serve  it?  A.  I’m  not  going 
to  guess  wThat  it  probably  will  be,  but  it  could  be. 

Q.  WTiere  is  Kangs  wood?  A.  Well,  I  don’t  know  how  to 
describe  it. 
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Q.  Is  it  in  Maryland  or  the  District  of  Columbia?  A.  It’s 
in  Maryland,  and  it’s  between  Palmer’s  Corner,  as  I  recall, 
and  Benning. 

Q.  And  I  think  we  referred  to  Little  Falls  as  also  being 
in  Maryland?  Is  that  correct?  A.  No.  I  was  insistent  that 
it  was  in  the  District  of  Columbia.  Maybe  I’m  wrong. 
261  Little  Falls  Road  is  what  it’s  on.  I  think  that’s  in 
the  District  of  Columbia. 

Q.  Now,  there  is  an  item  on  this  same  page  labeled  “Sta¬ 
tion  Equipment  at  Potomac.”  Does  that  mean  the  Potomac 
plant?  A.  Yes. 

#••#•#### 

263  By  Mr.  Harrison : 

Q.  Mr.  Ferry,  in  speaking  of  the  probable  dis¬ 
persal  of  the  Government  agencies  outside  the  District  of 
Columbia,  in  that  connection  when  you  made  up  the 

264  details  of  the  additions  to  electric  plant  shown  on 
page  2  of  Exhibit  5,  did  you  contemplate  those  dis¬ 
persals  would  be  in  the  area  of  Maryland  or  Virginia  served 
by  the  Potomac  Electric  Power  Company  system?  A.  I 
think  that  the  figures  that  we  have  given  include  allowance 
for  certain  of  those  things  which  would  occur  in  Maryland. 
I  don’t  recall  that  there  are  any  in  Virginia  that  would  come 
within  our  service  area.  And  whether  or  not  thev  have  to 
do  with  dispersals  of  the  civilian  working  force  I  don’t 
know.  They  are  all  associated  with  the  military  establish¬ 
ment.  Now,  there  are  either  four  or  six — I  have  forgotten 
which — which  came  to  my  attention,  and  I  was  not  informed 
as  to  where  they  would  be.  Those  are  the  things  that  have 
to  do  with  the  dispersal  of  the  civil  establishments  in  the 
various  areas.  One  of  that  group  I  think  I  recall  is  in  Vir¬ 
ginia  outside  of  our  territory,  with  which  we  have  nothing 
to  do,  and  the  rest  of  them  are  within  the  area  served  by  us 
in  Maryland. 

Q.  Of  course,  as  you  understand,  those  locations  have 
not  been  definitely  determined.  A.  I  understand  that.  In 
fact,  I  don’t  know  where  they  are. 
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Q.  Now,  if  they  should  be  sent  out  to  areas  beyond  the 
area  you  serve  in  Maryland  or  Virginia,  then  it  would  have 
an  effect  upon  the  amounts  that  you  have  shown  on 
265  page  2  of  Exhibit  2?  A.  Well,  I  think  that’s  true 
since  I  would  assume  that  we  would  not  be  required 
to  serve  them  if  they  were  outside  of  our  area. 
*#*#••••• 

267  R.  Roy  Dunn  resumed  the  stand  and  testified  . 
further  as  follows: 

Chairman  Flanagan:  Do  you  have  any  questions,  Mr. 
Harrison? 

Cross-Examination 
By  Mr.  Harrison: 

270  Q.  I  will  ask  you  to  turn  to  your  Exhibit  5,  please, 
Mr.  Dunn,  and  I  call  vour  attention  to  page  4  of  Ex¬ 
hibit  5. 

•  *•••**•** 

271  Q.  Mr.  Dunn,  referring  now  to  Column  5  for  De¬ 
cember  31,  1950,  should  the  amount  available  for 

common  stock  in  that  line  be  changed?  A.  Yes,  sir.  Column 
5,  amount  available  for  common  stock,  opposite  December 
31, 1950,  should  be  changed  from  $4,732,00  to  $4,327,000.  In 
the  transcribing  of  the  figures  from  the  working  papers  we 
picked  up  net  income  instead  of  balance  available  for  equity. 

Q.  Then  what  would  the  earnings  per  share  be  in  Col¬ 
umn  8  for  the  same  period?  A.  $1.01. 

Q.  That  is  instead  of  $1.11?  A.  That  is  right. 

Q.  And  your  estimate  of  income  for  the  twelve-month 
period  ended  December  31,  1950  and  for  the  succeeding 
period  through  November  30,  1951,  you  have  not  included 
as  operating  income  the  balance  now  standing  in  the  de¬ 
ferred  credit  account,  have  you?  A.  No,  sir,  I  have  not. 

Q.  Is  that  amount  $198,162?  A.  That  is  correct. 

272  Q.  Well  -  A.  Now,  the  reason  we  didn’t  in¬ 

clude  it  is  because  we  wanted  to  portray  income  from 

operations. 
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Q.  Now,  turn  to  page  3  of  Exhibit  5,  please.  In  Column 
3  of  page  3  of  Exhibit  it  shows  utility  operating  income  of 
$6,584,000  under  existing  rates  for  the  twelve  months  ended 
December  31,  1950,  does  it  not?  A.  Right,  it  does. 

Q.  Now,  Exhibit  6,  page  2,  for  the  same  period  shows  a 
weighted  rate  base  of  $137,445,000,  doesn’t  it?  A.  That  is 
right. 

Q.  What  is  the  relationship  of  the  first  figure  to  the  rate 
base?  A.  That  would  be  about  4.S  percent. 

Q.  Now,  with  a  return  of  4.8  percent  is  it  not  a  fact  that 
under  the  modified  sliding  scale  plan  the  entire  balance  in 
the  deferred  credit  account  would  be  transferred  to  in¬ 
come?  A.  Yes,  sir,  that  is  correct. 

Q.  Would  it  not  therefore  be  proper  to  increase  your 
estimate  of  operating  income  by  the  amount  in  the  deferred 
credit  account?  A.  Well,  as  I  said,  we  try  to  portray 
here  earnings  from  operations.  We  did  not  include  in  here 
anything  of  future  Commission  action  with  respect  to  the 
$198,000.  In  fact,  the  $19S,000  wouldn’t  come  anywhere 
near  making  up  the  difference. 

273  Q.  But  that  amount  would  be  treated  as  operating 
income  at  the  time  that  it  was  transferred,  would  it 

not?  A.  That  is  correct. 

Q.  In  order  to  truly  reflect  operating  income  under  the 
condition  you  stated,  it  should  be  shown.  A.  Not  if  you 
want  to  show  it  from  the  standpoint  of  operations,  because 
that  would  be  a  non-recurring  item. 

Q.  You  are  making  a  forecast  for  the  operating  income 
for  the  year  1950,  aren’t  you?  A.  Yes,  sir. 

Q.  Well,  if  that  transfer  should  be  made,  that  would  be 
operating  income  in  1950  wouldn’t  it?  A.  But  not  from 
operations — not  from  this  year’s  operations. 

Q.  But  it  would  be  operating  income,  wouldn’t  it?  A. 
It  would  be  operating  income. 

Q.  Under  the  slide  scale  plan.  A.  That  is  correct. 

********* 

274  Q.  Will  you  turn  to  page  2  of  Exhibit  6,  Mr.  Dunn. 
Has  the  Commission’s  staff  called  to  your  attention 
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certain  differences  contained  in  Column  4  of  page  2  of  Ex¬ 
hibit  6  from  your  figures?  A.  They  have. 

Q.  Will  you  describe  the  nature  of  these  differences  and 
the  amounts  involved.  A.  Yes,  sir.  The  staff  of  the  Com¬ 
mission  called  our  attention  to  certain  differences  in  the 
amount  shown  under  Column  4  of  this  Exhibit  6  on  page 
2.  These  differences  are  as  follows.  First,  treatment  of 
income  realized  from  the  deferred  credits  account  in  No¬ 
vember  of  1948  in  the  amount  of  $651,000.  This  amount 
was  treated  as  applicable  to  the  first  seven  months  of  1948 
with  the  approval  of  the  Commission.  In  computing  the 
amount  of  equity  capital  for  the  periods  from  January  31, 
1948  to  November  30,  1948,  we  adjusted  surplus  to  include 
the  amount  considered  applicable  to  each  of  the  first  seven 
months,  but  we  failed  to  give  the  accumulated  effect  of  such 
adjustments.  Thus,  the  amounts  of  equity  capital  for  the 
twelve-months  period  ended  February  28,  1948,  March  31, 
1948,  April  30,  1948,  May  31,  1948,  June  30,  1948  and  July 
31,  1948  are  understated  by  $99,000,  $195,000,  $288,000, 
$379,000,  $466,000  and  $555,000  respectively. 

275  Mr.  Await:  May  I  have  the  first  two  figures  again, 
please? 

The  Witness:  $99,000  and  $195,000. 

A.  (Continued)  And  the  twelve-month  periods  ended  Aug¬ 
ust  31,  1948,  September  30,  1948,  October  31,  1948  and 
November  30,  1948  are  each  understated  by  $651,000.  Sec¬ 
ond,  we  did  not  adjust  surplus  for  the  twelve-month  period 
ended  January  31,  1948  for  an  amount  of  $7000,  which  rep-* 
resented  interest  charged  to  construction  in  January  1948 
but  was  reversed  in  February  of  1948.  Equity  capital  for 
the  twelve-month  period  is  overstated  by  this  amount. 

Third,  the  amount  of  $32,608,000  shown  for  the  twelve- 
month  period  ended  May  31,  1948  should  be  $32,708,000  by 
reason  of  an  error  in  arithmetic.  Fourth,  we  did  not  adjust 
surplus  to  reflect  the  tax  savings  and  duplicate  interest 
arising  from  the  1950  financing.  As  a  result,  equity  capital 
for  the  twelve-month  period  ended  May  31,  1950  is  under- 
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stated  by  $134,000.  And  each  of  the  twelve-month  periods 
from  June  30,  1950  to  December  31,  1951  inclusive  are  un¬ 
derstated  by  $101,000. 

Fifth,  we  did  not  adjust  surplus  to  exclude  one-quarter 
year’s  dividends  on  the  new  shares  which  we  contemplate 
issuing  in  November  of  1951.  Equity  capital  for  the 
twelve-month  period  ended  December  31,  1951  is  over¬ 
stated  by  $192,000. 

Q.  Were  these  adjustments  that  you  have  just 

276  mentioned  of  anv  substantial  effect  on  other  exhibits 
you  have  introduced?  A.  These  corrections  with 

which  we  agree  would  affect  other  exhibits  in  which  we  have 
used  equity  capital  figures.  However,  in  my  opinion  these 
corrections  to  equity  capital  do  not  result  in  any  significant 
changes  in  any  of  the  other  exhibits. 

Q.  Arriving  at  equity  capital  shown  on  Exhibit  6,  did 
you  deduct  capital  stock  expenses?  A.  No,  sir. 

Q.  Will  you  explain  why  that  was  not  deducted.  A.  Well, 
it  is  not  a  recognized  method  of  computing  equity  capital 
by  deducting  any  expenses  incurred  in  selling  securities  to 
acquire  capital. 

Q.  You  include  the  premium  on  it,  do  you  not?  A.  Yes, 
sir. 

Q.  If,  in  computing  your  equity  capital,  you  do  not  deduct 
that  capital  stock  expense,  how  do  you  treat  it,  Mr.  Dunn? 
A.  Well,  the  capital  stock  expense  is  of  course  carried  on 
the  balance  sheet  as  a  deferred  credit.  Of  course,  there  is 
a  school  of  thought  that  financing  costs  should  be  capitalized 
anyway  and  it  is  money  that  you  have  spent  to  acquire  cap¬ 
ital  just  the  same  as  you  spend  money  to  acquire  anything 
else  to  run  your  business. 

277  Q.  It  may  also  be  charged  off  against  surplus,  may 
it  not?  A.  Yes,  but  I  think  that  would  be  a  disad¬ 
vantage  to  stockholders  of  charging  it  off  to  surplus. 

Q.  Is  that  permitted  by  the  system  of  accounts  for  elec¬ 
tric  companies?  A.  I  understand  you  can  charge  it  off  if 
you  care  to  do  it. 
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Q.  If  that  should  be  done,  of  course,  then  the  equity 
capital  would  be  reduced  to  that  extent,  would  it  not?  A. 
It  would.  But  I  don’t  think  it  is  fair  to  do  it  from  the  stand¬ 
point  of  the  stockholders,  their  equity  in  the  company. 

Q.  Do  the  capital  stock  expenses  constitute  assets  that 
earn  anything?  A.  I  think  they  should.  They  don’t  at  the 
present  time,  but  I  think  they  should. 

Q.  But  as  a  matter  of  fact,  they  do  not.  A.  They  do  not 
at  the  present  time,  that  is  right. 

Q.  Now,  again  on  page  2  of  Exhibit  6,  Mr.  Dunn,  Column 
8  shows  a  weighted  rate  base  developed  by  the  method 
adopted  by  this  Commission,  does  it  not?  A.  That  is  cor¬ 
rect. 

Q.  Has  the  Commission  staff  called  to  your  attention 
some  differences  between  it  and  your  weighting 
27S  process  used  in  arriving  at  some  of  the  figures  shown 
in  Column  8?  A.  They  did. 

Q.  What  are  the  nature  of  those  differences?  A.  Well, 
the  nature  of  those  differences  are  on  the  basis  of,  one,  the 
additional  property  that  became  a  part  of  the  rate  base  Jan¬ 
uary  1,  1948  as  a  result  of  the  adoption  by  the  Commission 
of  the  modified  sliding  scale  plan.  This  property  consisted 
of  construction  work  in  progress,  $1,600,826,  scrap  material, 
$10,288,  equipment  loaned  to  customers,  $4,815,  for  a  total 
of  $1,615,299.  In  developing  a  rate  base  for  the  twelve- 
months  period  ended  January  31,  1948,  we  applied  this  to 
this  figure  a  weighting  factor  of  iy2  and  increased  it  by  1 
for  each  twelve-month  period  to  and  including  December 
31,  1948.  The  staff  of  the  Commission  used  a  weighting 
factor  of  1  for  the  twelve-month  period  ended  January  31, 
1948  and  increased  it  by  1  for  each  twelve-month  period 
to  and  including  December  31,  1948.  As  a  result,  the  rate 
base  we  show  in  Column  8  for  each  of  the  twelve-month 
periods  from  January  31,  1948  to  November  30,  1948  is 
$67,000  higher  than  it  would  have  been  had  we  used  the 
same  weighting  factor  as  that  which  was  used  by  the  Com¬ 
mission’s  staff.  Second,  additional  property  aggregating 
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$25,998,849  became  a  part  of  the  rate  base  as  of  December 
31,  1949  as  a  result  of  the  merger  into  the  company  of  the 
property  of  its  former  subsidiary.  In  developing  a  rate 
base  for  each  of  the  twelve-month  periods  beginning 

279  with  January  31,  1950  and  continuing  through  De¬ 
cember  31,  1950,  we  again  applied  weighting  factors 

from  iy2  to  liy2  while  the  staff  of  the  Commission  used 
weighting  factors  from  1  to  11.  Thus,  the  rate  base  we 
show  for  each  of  the  twelve-month  periods  beginning  with 
January  31,  1950  and  continuing  through  November  30, 
1950  is  higher  by  $1,083,000  than  it  would  have  been  if  we 
had  used  the  same  weighting  factors  that  the  Commission’s 
staff  used.  However,  we  come  out  to  the  same  thing  at 
December  31,  1950. 

Q.  Do  you  believe  that  the  method  followed  by  the  Com¬ 
mission’s  staff  is  a  correct  method  of  determining  the 
weighted  rate  basis  for  the  periods  shown?  A.  Well,  it’s 
the  PUC  formula.  I  think  that  the  staff  is  probably  cor¬ 
rect  in  that. 

Q.  I  will  ask  you  to  turn  to  page  2  of  Exhibit  9,  please, 
Mr.  Dunn.  Is  there  an  error  in  the  method  of  calculating 
the  income  available  for  common  stock  before  financing  in 
each  of  the  four  percentage  payouts  reflected  on  this  ex¬ 
hibit?  A.  With  respect  to  columns  3,  5,  7  and  9  on  page  2 
of  Exhibit  9,  the  staff  of  the  Commission  pointed  out  that 
we  did  not  adjust  gross  income,  net  income  and  the  amount 
available  for  common  stock  to  give  effect  to  the  higher  in¬ 
come  taxes  that  would  result  from  the  lower  total  inter¬ 
est  charges  shown  in  these  columns.  In  preparing  this 
exhibit,  we  merely  carried  over  the  after-financing 

280  gross  income  to  the  before-financing  column  without 
reflecting  this  refinement,  because  we  wanted  to  show 

the  effect  of  dilution  factors  which  result  after  financing. 
The  additional  income  tax  arising  from  the  smaller  interest 
deduction  would  amount  of  $75,000  and  these  figures  af¬ 
fected  in  columns  3,  5,  7  and  9  would  be  reduced  by  that 
amount.  I  think  we  can  take  Column  3  and  I  will  go  right 
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down  the  line  with  each  one  here  and  give  you  the  corrected 
figure. 

Gross  income  under  Column  3  should  be  $9,470,000;  net 
income  should  be  $7,120,000 ;  available  for  common,  $6,715,- 
000;  total  capitalization,  $154,575,000;  gross  income  in  per¬ 
cent  of  capital,  6.1;  gross  income  times  total  interest  should 
be  4  times ;  and  earnings  per  share  should  be  $1.57  instead 
of  $1.59. 

Column  5,  gross  income  should  be  $9,009,000 ;  net  income, 
$6,659,000 ;  available  for  common,  $6,254,000 ;  the  same  cor¬ 
rection  on  total  capitalization,  $154,575,000;  gross  income 
in  percent  of  capital,  5.8 ;  gross  income  times  total  interest, 
3.8 ;  earnings  per  share,  $1.47. 

Column  7  should  be  $8,626,000  for  gross  income;  net  in¬ 
come,  $6,276,000;  available  for  common,  $5,871;  capitaliza¬ 
tion,  change  the  total  capitalization  to  $154,575,000;  gross 
income  in  percent  of  capital  would  be  5.6;  gross  income 
times  total  interest,  3.7 ;  and  earnings  per  share  of  common 
stock  would  be  $1.38. 

281  Column  9,  gross  income,  $8,293,000;  net  income, 
$5,943,000;  available  for  common  stock,  $5,538,000; 
total  capitalization  $154,575;  gross  income  times  total  in¬ 
terest,  3.5;  earnings  per  share  of  common  stock  would  be 
$1.30. 

Q.  Now,  were  some  errors  on  page  3  of  Exhibit  9  also 
pointed  out  to  you,  Mr.  Dunn?  Will  you  state  what  effect 
they  have  on  the  figures  there  shown?  A.  Yes,  sir.  Well, 
with  respect  to  page  2,  the  comments  I  made  likewise  apply 
to  page  3  except  that  the  increase  in  income  tax  on  page  3 
would  be  $64,000  and  the  figures  in  columns  3,  5,  7  and  9 
— that  is,  the  gross  income,  the  net  income,  available  for 
common  stock — would  be  reduced  by  $64,000. 

Q.  And  would  the  earnings  per  share  also  be  reduced? 
A.  Yes,  sir.  Do  you  vrant  me  to  read  these  figures  to  you? 

Q.  Yes,  sir,  the  earnings  per  share,  please.  A.  Column 
3  would  be  $1.58 ;  Column  5  would  be  $1.47 ;  Column  7  would 
be  $1.38 ;  Column  9  would  be  $1.30. 
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Q.  Now,  is  the  same  thing  also  true  of  page  4  of  Exhibit 
9?  A.  Yes,  sir,  the  same  thing  is  true  except  the  amount 
of  adjustment  for  gross  income,  net  income,  available  for 
common  stock,  should  be  reduced  by  $126,000  in  Col- 

282  umns  3,  5,  7  and  9. 

Q.  Now,  will  you  state  the  earnings  per  share. 
A.  Earnings  per  share  under  Column  3  would  be  $1.61; 
Column  5,  $1.51 ;  Column  7,  $1.41,  and  Column  9,  $1.34. 

Q.  I  ask  you  to  turn  to  page  2  of  Exhibit  10,  Mr.  Dunn, 
and  state  whether  or  not  in  Column  3  there  is  an  error  in  the 
tax  figure.  A.  Page  2? 

Q.  Yes,  page  2  of  Exhibit  10,  line  5.  A.  That  is  correct. 
Opposite  taxes,  the  new  figure  should  be  $6,616,000.  Then 
the  total  operating  revenue  deductions  would  become  $32,- 
702,000 ;  net  operating  revenue  would  then  become  $8,655,- 
000;  total  utility  operating  income  would  be  the  same, 
$8,655,000 ;  gross  income  would  then  become  $8,611,000 ;  net 
income,  $6,261,000;  and  balance  applicable  to  common  stock, 
$5,856,000. 

Q.  You  say  net  income  is  what?  A.  $6,261,000. 

Mr.  Sparks:  May  I  ask  a  question?  Those  figures  were 
applicable  to  Column  3? 

The  Witness :  That  is  right,  Column  3. 

By  Mr.  Harrison : 

Q.  Well,  now,  after  these  corrections  in  Column  3  of 
page  2  of  Exhibit  10,  the  differences  between  Column  2 
and  Column  3  of  that  exhibit  should  reflect  the 

283  amount  of  increase  you  have  requested  on  an  annual 
basis,  should  they  not?  A.  That  is  correct. 

Q.  And  the  difference  is  an  increase  in  operating  reve¬ 
nue  of  $3,502,000.  A.  $3,502,000,  right. 

Q.  Will  you  state  what  the  increase  is  in  the  operating 
revenue  deductions?  A.  $625,000? 

Q.  $1,425,000.  A.  Operating — $1,425,000. 

Q.  And  what  is  the  difference  in  increase  in  utility  op¬ 
erating  income  ?  A.  $2,077,000. 
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Q.  Now,  with  these  corrections  you  have  made  on  Col¬ 
umn  3,  Mr.  Dunn,  and  the  difference  you  have  stated,  will 
you  reconcile  these  figures  with  the  amounts  shown  in  Col¬ 
umn  7,  page  1  of  Exhibit  10.  A.  Yes,  sir.  Taking  Column 
7  straight  down,  the  first  block,  operating  earnings  required 
on  total  capitalization,  operating  revenues  would  be  $3,502,- 
000;  operating  revenue  deductions  would  be  $1,425,000; 
total  utility  operating  income  would  be  $2,077,000.  Now, 
that  $2,077,000  applies  all  the  w~ay  down,  wherever  you  see 
$2,120,000. 

Going  in  the  lower  block,  earnings  required  on 

284  common  stock  would  be  $3,502,000  in  place  of  op¬ 
erating  revenues ;  operating  revenue  deductions 

would  be  $1,425,000,  and  total  utility  operating  income, 
$2,077,000,  and  that  applies  all  the  way  down  wherever  the 
$2,120,000  appears. 

Q.  Now,  the  differences  between  your  method  of  com¬ 
puting  the  weighted  rate  base  and  the  Commission’s  under 
the  Commission’s  formula,  and  the  method  that  you  testi¬ 
fied  to  in  making  those  changes  would  effect  your  Exhibit 
11  where  you  show  the  PUC  base  of  returns,  would  they 
not?  A.  It  would. 

Q.  What  effect  would  those  changes  have  upon  the  lines 
showing  the  PUC  base  of  return  on  Exhibit  11?  A.  The 
PUC  base  of  return  would  be  reduced  between  the  months 
of  January  1950  and  November  1950. 

Q.  In  other  words,  less  than  the  margin  of  difference 
between  the  PUC  base  of  return  and  the  actual.  A.  That 
is  correct.  It  only  affects  it  about  $2000  for  each  one  of 
those  periods. 

Q.  Well  -  A.  My  mistake.  I  was  looking  at  the 

wrong  one.  It  decreases  earnings  by  $60,000,  which  would 
be  in  Column  2  of  page  2  of  Exhibit  11. 

Q.  Now,  Mr.  Dunn,  I  ask  you  to  refer  to  page  2  of  Ex¬ 
hibit  12  and  ask  you  if  there  is  not  an  error  in  the  preferred 
dividend  requirements  shown  on  line  22,  Column  3. 

285  A.  Preferred  dividend  requirement  of  $357,000  as 
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shown  on  Exhibit  12,  page  2,  Column  3,  line  22,  is  the 
amount  charged  against  surplus  during  1947  and  is  the 
same  figure  that  we  use  for  preferred  dividends  in  our  pub¬ 
lished  reports  for  that  year.  That  figure  did  not  include  the 
amounts  aggregating  $66,000  which  accrued  to  the  old  pre¬ 
ferred  stocks  for  January  and  February  1947  since  such 
accruals  have  been  charged  to  surplus  in  the  preceding  year, 
or  1946.  Thus,  the  preferred  dividend  requirement  for 
1947  should  be  $423,000.  The  preferred  dividend  require¬ 
ment  shown  on  Exhibit  12,  page  2,  Columns  10  and  11,  line 
22,  as  $396,000  and  $363,000  respectively,  should  be  $417,000 
and  $405,000  respectively. 

As  a  result  of  the  changes,  the  balance  applicable  to 
common  stock  equity  for  the  twelve  months  ended  Decem¬ 
ber  31,  1947  will  be  reduced  from  $2,920,000  to  $2,854,000 
for  the  twelve-months  period  ended  July  31,  1948  from 
$3,153,000  to  $3,132,000,  and  for  the  twelve-month  period 
ended  August  31, 1948,  from  $3,329,000  to  $3,287,000.  These 
reduced  figures  would  also  affect  the  figures  in  Column  5  of 
page  3  of  Exhibit  5  and  the  earnings  per  share  of  common 
stock  shown  under  Column  8  would  be  reduced  for  the 
respective  periods  as  follows:  December  31,  1947,  from  99 
cents  to  96  cents ;  July  31, 1948,  from  $1.07  to  $1.06 ;  August 
31,  1948,  from  $1.12  to  $1.11. 

********* 

286  Q.  Mr.  Dunn,  in  your  original  testimony  you  stated 
that  the  income  figures  contained  in  your  exhibits 
for  the  twelve-month  periods  ended  July  31,  1950  and  De¬ 
cember  31,  1951  were  based  in  part  or  in  whole  on  the  fore¬ 
cast  of  revenues,  on  revenue  deductions  and  other 
286  items  involved  in  the  determination  of  that  income, 
is  that  correct?  A.  That  is  correct,  using  the  six 
months  ended  June  30,  1950  as  the  base,  the  actual  figure. 

Q.  You  also  testified,  did  you  not,  that  the  forecast  for 
1950  is  based,  in  so  far  as  certain  operating  costs  are  con¬ 
cerned,  on  a  departmental  estimate.  A.  That  is  correct. 

Q.  With  respect  to  your  forecast  for  the  year  1950,  Mr. 
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Dunn,  there  is  now  available  a  comparison  of  the  actual 
results  for  at  least  the  first  six  months  of  the  year  with  the 
original  forecast  for  that  period,  is  there  not?  A.  Yes. 

Q.  Can  you  give  that  comparison  now  with  respect  to 
the  net  operating  income  for  that  period?  A.  The  actual 
results  for  the  first  six  months  of  1950,  net  operating  in¬ 
come  level  was  $3,595,583  as  compared  with  the  original 
budget  estimate  of  $3,217,567. 

Q.  That  means,  then,  that  the  actual  net  operating  reve¬ 
nue  exceeded  the  forecast  by  $342,016.  A.  That  is  right. 

Q.  Can  you  account  for  this  variation  in  the  actual  over 
the  estimated  revenues  by  revenues  and  major  items  of 
operating  revenue  deductions?  A.  By  major  deductions, 
you  mean? 

288  Q.  The  major  operating  expense  accounts.  A. 

For  instance,  revenues,  the  actual  was  $16,000  over 
the  estimate. 

Q.  Yes.  A.  Operating  expenses  and  taxes  was  under 
the  estimate  by  $434,000.  Taxes,  the  actual  was  over  the 
estimate  by  $100,000.  Depreciation  was  over  the  actual  by 
$8000.  Of  course,  you  realize  that  we  adjust  our  budgets 
in  April  when  the  new  coal  contracts  are  signed  and  we 
make  a  redetermination  at  that  time. 

Q.  In  your  estimates,  do  you  mean?  A.  Yes,  sir. 

Q.  Now,  you  have  stated  that  operating  expenses  were 
underestimated  by  $434,554.  Can  you  give  a  breakdown  of 
this  item  by  the  major  groups  of  expense  accounts?  A. 
Yes,  sir.  The  actual  for  fuel  and  interchange  was  $137,500, 
approximately,  below  the  budget.  Other  production  was 
$11,400  over.  Transmission  and  distribution  was  about 
$89,800  under  the  budget.  Customer  accounting  and  col¬ 
lecting  "was  approximately  $7000  over  the  budget.  Sales 
promotion  was  about  $15,000  under  the  budget.  Adminis¬ 
trative  and  general  was  about  $10,200  under  the  budget. 
That  adds  up  to  $234,000. 

Commissioner  Spencer:  That  actual  was  under  the  bud¬ 
get? 
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The  Witness :  The  actual  was  under  the  budget,  taking  all 
the  pluses  and  minuses.  Maintenance  was  approximately 
$200,000  under  the  budget,  which  adds  up  then  to 

289  our  $434,000.  However,  taxes,  as  I  said  before,  were 
$100,000  over  and  depreciation  was  about  $8000 

over.  So  we  come  out  with  a  difference  of  $342,000. 
Commissioner  Spencer:  Again,  under  the  budget. 

The  Witness :  Yes,  sir. 

By  Mr.  Harrison : 

Q.  I  believe  that  you  have  already  stated  that  the  1950 
estimate  of  the  cost  covering  transmission  and  distribution 
expense,  customer  accounting  and  collecting,  sales  promo¬ 
tion,  administrative  and  general,  and  maintenance  expense 
were  based  upon  departmental  estimates,  is  that  correct? 
A.  Correct,  yes. 

Q.  With  respect  to  the  forecast  of  income  for  the  calen¬ 
dar  year  1951,  I  believe  the  record  shows  that  the  depart¬ 
mental  estimates  were  not  available  for  this  period  and  it 
was  necessary  to  resort  to  another  method  of  forecasting. 
A.  Correct. 

Q.  Page  10  of  your  Exhibit  12  makes  some  reference  to 
the  cost  per  kilowatt  hour  sold,  does  it  not?  A.  Yes,  sir. 

Q.  Will  you  explain  in  detail  the  method  of  forecasting 
expense  of  transmission,  distribution,  customer  accounting 
and  collecting,  sales  promotion,  administrative  and  gen¬ 
eral,  and  maintenance  other  than  production  main- 

290  tenance.  A.  Yes,  sir.  Since  the  detailed  depart¬ 
mental  operating  budget  estimates  are  not  available 

beyond  the  year  1950,  it  was  necessary  to  forecast  these 
operating  expenses  for  the  year  1951  on  the  basis  of  ex¬ 
perience  and  anticipated  cost  trend.  The  initial  calcula¬ 
tion  of  these  expenses  was  based  upon  an  estimated  cost  per 
kilowatt  hour  to  be  sold  which  method  the  company  has 
used  in  the  past  with  reasonable  accuracy.  A  second  cal¬ 
culation  was  made  using  as  a  basis  the  percentage  rela¬ 
tionship  of  these  costs  in  the  original  1950  operating  budg- 
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et  to  the  estimated  revenue  for  the  year  1950.  The  total 
expenses  derived  by  this  calculation  was  used  as  the  basis 
for  estimating  1951  because  it  appeared  to  provide  a  more 
conservative  estimate  than  that  developed  on  the  trend  of 
cost  per  kilowatt  hours  sold. 

Being  more  specific  as  to  the  method  used,  the  original 
1950  budget  estimate  in  dollars  for  each  of  these  groups  of 
expenses  was  divided  by  the  original  estimated  annual  rev¬ 
enue  from  the  sale  of  current  to  determine  the  percentage 
relationship  of  each  class  to  the  total  estimated  revenue. 
The  resulting  percentages  were  then  applied  to  the  orginal 
estimated  revenue  for  the  year  1951.  The  total  thus  ob¬ 
tained  was  about  $7,978,00  for  operating  expenses  in  these 
classes  and  $1,520,000  for  maintenance,  or  a  total  for  all 
operating  expenses  other  than  production  of  $9,498,000. 

The  original  estimate  of  revenue  from  the  sale  of 
291  energy  during  1951  is  $40,000,000  Strike  that.  Does 
that  answer  your  question  up  to  that  point,  Mr.  Har¬ 
rison? 

Q.  Will  you  repeat  your  aggregate  for  the  operation  and 
maintenance  costs,  Mr.  Dunn.  A.  $9,498,000? 

Q.  Yes,  that’s  it.  Now,  what  is  the  relationship  between 
that  figure  and  the  estimated  revenue  for  1951?  A.  23.74 
percent  of  the  estimated  revenue  for  1951. 

Mr.  Await:  Did  I  understand  there  that  the  estimated 
revenue  is  the  $40,000,000  you  spoke  of? 

The  Witness:  No. 

Mr.  Await:  What  is  the  other  figure  that  you  have  used? 

The  Witness :  $9,498,000. 

Mr.  Await :  And  then  how  do  you  get  your  percent.  What 
is  the  estimated  revenue? 

The  Witness :  That  is  in  percent  of  $40,010,000. 

By  Mr.  Harrison: 

Q.  Is  that  the  figure  that  you  use  as  the  basis  for  the  de¬ 
termination  of  net  income  during  the  year  1951  as  set  forth 
on  your  exhibits?  A.  No,  sir.  We  set  it  at  $38,830,500. 
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Q.  Was  that  the  adjusted  estimate?  A.  That  is  right, 
that  is  the  adjusted  estimate  for  the  year  1951. 

Q.  The  estimate  of  expenses  for  1951  which  you 

292  have  just  placed  in  the  record  was  based,  however, 
upon  the  original  estimate  of  $40,000,000  from  the 

sale  of  energy  rather  than  the  adjusted  figure  of  $38,000,- 
000,  was  it  not?  A.  That  is  correct. 

Q.  In  view  of  the  fact  that  the  estimate  of  certain  ex¬ 
penses,  those  we  have  been  discussing,  is  based  upon  a  per¬ 
centage  of  estimated  revenue,  would  you  explain  why  such 
expenses  were  not  reduced  in  line  with  the  reduction  in  the 
revenue  estimated.  A.  Well,  we  didn’t  adjust  the  operat¬ 
ing  expenses  for  the  decrease  in  revenue  since  the  items 
that  brought  about  the  reduction  in  revenue  rose  substan¬ 
tially  from  fuel  and  production  costs.  It  was  decided  that 
this  change  would  have  very  little  effect,  if  any,  on  the  other 
operating  and  maintenance  expenses,  and  therefore  such  ex¬ 
penses  were  not  recomputed  on  the  basis  of  the  revised 
revenue  figure. 

Q.  You  have  already  stated  the  comparison  of  the  1950 
estimate  for  the  first  six  months  with  actual  cost  for  that 
period.  Now,  I  want  to  ask  you  about  the  group  of  ac¬ 
counts  for  1951  estimated  at  a  percent  of  the  revenue,  and 
they  show,  do  they  not,  that  the  estimate  for  1950  was 
somewhat  excessive.  A.  The  estimate  for  1950? 

Q.  Yes — that  is  the  major  expense  accounts  we  were  dis¬ 
cussing  a  few  moments  ago.  A.  Well,  the  estimate 

293  for  1950,  taking  the  first  six  months,  as  we  have 
already  said,  was  some  few  thousand  dollars  below 

the  budget. 

Q.  And  the  1951  estimates  were  based  on  percentages  of 
revenue.  A,  Yes,  sir.  The  actual  is  below  the  budget. 

Q.  Assuming  for  this  purpose,  Mr.  Dunn,  that  the  per¬ 
centage  of  revenue  method  is  sound  for  estimating  costs  of 
this  character,  does  it  not  follow  that  if  the  estimate  for 
1950  is  excessive,  that  the  estimate  for  1951  is  likewise  ex¬ 
cessive?  A.  Well,  at  first  consideration  I  would  answer 
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that  question  yes.  However,  we  are  talking  about  the  actual 
relationships  for  the  first  six  months  of  1950.  It  doesn’t 
necessarily  follow  that  the  last  six  months  would  be  out  of 
line.  Our  experience  in  July  and  August  indicates  other¬ 
wise  and  vre  believe  that  the  estimated  expenses  for  1951 
which  were  computed  are  much  lower  than  can  be  expected. 

Q.  But  those  percentages  were  based  upon  the  relation¬ 
ship  of  those  expenses  to  the  revenue  for  1950,  were  they 
not?  A.  That  is  right. 

Q.  And  you  found  that  that  revenue  was  based  upon  esti¬ 
mated  expenses,  and  you  found  they  were  wrong.  Now, 
aren’t  you  using  the  same  percentages  here  again  on  the 
1951  estimates?  A.  That  is  right. 

294  Q.  So  you  really  are  basing  an  estimate  upon  a 
percentage  of  an  estimate,  are  you  not?  A.  That 

is  correct. 

*###•#*## 

295  Q.  Mr.  Dunn,  isn’t  it  true  that  the  1950  estimate 
of  transmission  and  distribution  maintenance  and 

administrative  expense — that  is,  the  transmission  and  dis¬ 
tribution  maintenance  expense  and  administrative  and  gen¬ 
eral  maintenance  expenses  were  reduced  by  $100,000  in 
comparison  with  the  original  estimate?  A.  That’s  correct. 

Q.  There  was  not  though  a  corresponding  reduction-  of 
the  estimate  of  the  same  maintenance  expenses  for  the 
year  1951?  A.  No,  sir. 

Q.  Will  you  state  the  percentage  relationships  of  the 
actual  cost  for  the  first  six  months  of  1950  of  the  group  of 
accounts  we  have  been  discussing  to  the  actual  revenues 
from  the  sale  of  energy  during  the  same  period?  A.  Yes, 
sir.  The  aggregate  of  transmission  and  distribution,  cus¬ 
tomer  accounting  and  collecting,  sales  promotion,  adminis¬ 
trative  and  general,  and  maintenance  expense  was  22.3  per 
cent  of  actual  revenues  of  $18,318,866  for  the  six  months 
ended  June  30,  1950. 

Q.  How  does  that  figure  compare  with  the  aggregate 
percentage  relationships  used  in  estimating  1951  ex- 
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296  penses  for  the  same  items?  A.  In  estimating  1951 
we  used  23.74,  so  there  is  a  difference  of  1.44  per  cent. 

Q.  Again  assuming,  Mr.  Dunn,  that  the  percentage  of 
revenue  method  is  a  sound  basis  for  estimating  costs  of 
this  character,  the  use  of  the  actual  relationship  in  the  first 
six  months  of  1950  instead  of  the  estimated  relationship 
for  the  calendar  year  1950  would  have  produced  substan¬ 
tially  smaller  estimates  for  1951,  would  they  not?  A.  They 
would  if  you  used  the  different  percentage  figure,  but  you 
have  got  to  remember  there  are  many  economic  conditions 
that  may  just  completely  offset  that  but  the  end  result  may 
come  out  exactly  or  very  close  to  what  the  estimate  is. 

Q.  You  don’t  know  which  way  the  economic  results  are 
going  to  be,  whether  they  are  going  to  be  lower  or  higher? 
A.  That’s  correct.  More  chances  of  them  being  higher. 

Q.  They  are  not  reflected  in  the  23.74  per  cent  any  more 
than  they  are  in  the  22.30  per  cent,  are  they?  A.  That’s 
correct. 

Q.  Can  you  state  what  the  aggregate  estimate  for  this 
group  of  accounts  would  have  been  if  the  actual  relation¬ 
ship  for  the  first  six  month  of  1950  had  been  used,  first  if 
you  apply  it  to  the  original  1951  estimate  of  revenue 

297  in  the  amount  of  $40,000,000,  and  second  if  applied 
to  the  revised  estimate  of  $38, 800, 000-odd?  A.  I  think 

it  would  produce  a  difference  of  $839,000  lower  figure  than 
what  we  used. 

Q.  On  which  basis,  Mr.  Dunn?  The  40  million?  A.  On 
the  basis  of  the  40  million,  the  aggregate  for  the  group 
would  be  $8,922,230.  On  the  basis  of  the  38  million,  $38,- 
830,000  of  revenue,  it  would  be  $8,659,201. 

Q.  What  is  the  total  estimate  for  this  group  of  accounts 
contained  in  the  1951  estimate?  A.  $9,498,375. 

Q.  The  estimate  contained  in  the  exhibits  then  is  $576,- 
145  in  excess  of  an  estimate  premised  upon  the  actual  re¬ 
lationship  for  the  first  six  months  of  1950  applied  to  the 
original  1951  revenue  estimate -  A.  That’s  correct. 
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Q.  - and  $893,173  in  excess  of  the  estimate  premised 

upon  the  actual  relationship  for  the  first  six  months  applied 
to  the  revenue  estimate  contained  in  your  exhibits?  A. 
That ’s  correct. 

Q.  The  percentage  of  revenue  method  used  in  estimating 
the  costs  we  have  just  been  discussing  assumes,  does  it 
not,  that  expenses  of  this  character  will  increase  in  exactly 
the  same  proportion  as  revenue  from  the  sale  of 

298  energy  increases?  A.  That’s  right. 

Q.  It  is  a  fact,  is  it  not,  that  costs  of  this  character 
contain,  to  some  extent  at  least,  costs  which  do  not  vary 
with  the  increase  in  revenue  from  the  sale  of  energy?  A. 
Well,  there  are  costs  that  don’t  vary  with  the  increase  in 
revenue.  That’s  correct. 

Q.  To  the  extent  that  the  estimate  of  expenses  is  high 
and  income  estimates  are  low,  it  follows,  does  it  not,  that 

the  requested  increase  in  revenue  is  also -  A.  On  first 

consideration  I  would  say  yes,  but  it  doesn’t  necessarily 
follow  that  the  estimates  are  out  of  line  with  actual  results 
that  may  be  obtained. 

Q.  I  want  to  speak  for  a  moment  about  the  approach  to 
the  problem  of  the  determining  of  the  amount  of  increase 
in  revenue  needed.  As  I  understand  it,  you  have  departed 
from  the  traditional  concept  of  return  on  rate  base  and 
used  instead  the  amount  of  dollars  needed  to  support  the 
capital  structure  of  the  company  after  the  consummation 
of  contemplated  financing  in  November  1951.  A.  Well, 
both  before  and  after. 

Q.  Before  and  after?  A.  Yes,  sir. 

Q.  On  page  42  of  the  transcript  in  these  proceed- 

299  ings  you  state  that  “without  giving  effect  to  a  possi¬ 
ble  increase  in  Federal  taxes” — I’m  sorry,  Mr.  Dunn. 

I  was  not  quoting  you  correctly.  I  mean  I  w^as  not  quoting 
you  verbatim.  But  I  do  make  reference  to  page  42  of  the 
transcript.  A.  Right. 

Q.  Is  it  correct  that  you  stated  there  that  without  giving 
effect  to  a  possible  increase  in  Federal  taxes,  $8,700,000  rep- 
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resents  the  dollar  needs  of  the  company  to  service  properly 
its  existing  security  structure  and  permit  the  sale  of  addi¬ 
tional  securities?  A.  That’s  correct. 

Q.  And  you  also  state  that  as  a  minimum  amount,  do  you 
not?  A.  I  do. 

Q.  Am  I  correct  in  understanding  that  the  $8,700,000  is 
an  estimate  of  gross  income  to  be  produced  after  the  re¬ 
quested  increase  of  operating  revenues  of  $3,500,000  on 
the  full  annual  basis  after  consummation  of  the  proposed 
public  financing  in  November  1951  based  on  your  12-month 
test  period  ending  June  30,  1951?  A.  Gross  income  be¬ 
fore  and  after  financing.  That  is  the  amount  that  is  needed. 

Q.  And  that  is  on  a  pro  forma  basis?  A.  Yes,  sir. 

300  Q.  That  is  reflected  on  page  4  of  Exhibit  5  under 
the  heading  “Test  Period,  Basis  C,”  is  it  not?  A. 

Correct.  That’s  right.  Under  Basis  C  it  gives  effect  on  a 
pro  forma  basis  to  the  financing  contemplated  in  November 
of  1951. 

Q.  Gross  income  of  that  level,  according  to  your  exhibit, 
would  leave  $5,743,000  available  for  common  stock,  would 
it  not?  A.  That’s  right. 

Q.  On  page  3  of  Exhibit  6  you  show  that  the  capitaliza¬ 
tion  of  the  company  on  a  pro  forma  basis  for  the  test  period 

— and  that  is  also  labeled  “Basis  C” — is  that  correct? - 

A.  Thats’  right. 

Q.  -  the  equity  capital  reflected  on  that  exhibit  is 

$65, 364, 000-odd ?  Under  Basis  C?  A.  That’s  correct. 

Q.  Will  you  state  the  percentage  return  on  this  equity 
capital  that  the  $5,743,000  available  for  common  will  pro¬ 
duce?  A.  Yes.  Very  close  to  8.8  per  cent. 

Q.  Is  that  after  the  financing?  A.  That’s  after  the  fi¬ 
nancing,  yes,  sir. 

Q.  Now,  your  test  period,  Basis  B,  also  shows  gross 
income  and  amount  available  for  common  stock  on 

301  page  4  of  Exhibit  5  and  the  capitalization  prior  to 
the  consummation  of  the  proposed  November  1951 

financing  on  page  3  of  Exhibit,  does  it  not?  A.  Right. 
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Q.  Will  you  state  the  percentage  of  return  on  equity  on 
Basis  B?  That  is,  by  giving  full  effect  to  the  proposed 
income  for  the  12-month  test  period  ending  June  30,  1951 
and  without  considering  the  contemplated  financing  of  No¬ 
vember  1951?  A.  Yes,  sir.  That  is  about  10.7  per  cent. 

Q.  Is  it  your  opinion  that  earnings  of  10.7  per  cent  on 
equity  capital  are  necessary  to  the  attraction  of  new  equity 
capital?  A.  That  or  more. 

Q.  The  company  issued  some  common  stock  in  May  1950, 
did  it  not?  A.  It  did. 

Q.  Will  you  state  the  percentage  return  on  the  equity 
capital  for  the  12-month  period  ended  April  30,  1950?  A. 
The  amount  available  for  equity  capital  at  April  30,  1950 
was  $3,745,000. 

Q.  And  what  was  the  common  stock  equity  at  that  time? 
A.  $42,433,000.  Are  you  speaking  before  or  after  now? 

Q.  Well,  I  had  in  mind  before,  and  I  think  you 
302  were  giving  me  that,  weren’t  you?  Isn’t  that  what 
you  were  giving  me  before?  Before  financing?  A. 
I  had  it  here  as  after.  But  I  can  give  it  to  you  before  here. 

Q.  This  would  be  April  30,  1950.  The  financing  was  in 
May,  wasn’t  it?  A.  Yes,  sir. 

Q.  Well,  give  it  for  before  financing  then.  A.  Before 
financing  is  8.8. 

Mr.  Await :  That  is  on  what  figure  of  equity  capital  ? 

The  Witness :  $42,433,000. 

By  Mr.  Harrison  : 

Q.  Now,  did  that  common  stock  equity  that  you  have  just 
stated  include  the  corrections  or  changes  we  have  been  dis¬ 
cussing  earlier  today?  A.  Yes,  sir. 

Q.  That  is,  after  the  corrections?  A.  That  is  after  the 
corrections.  $42,433,000  after  the  corrections. 

Q.  That  compares  with  the  amount  of  $43,016,000  now 
shown  on  the  exhibit  before  correction?  A.  On  Exhibit  6, 
page  2.  That’s  correct. 
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Q.  You  claim  now,  then,  do  you,  that  the  return  on 
equity  after  the  contemplated  November  1951  financ- 

303  ing  should  be  practically  the  same  level  as  the  return 
on  equity  prior  to  the  consummation  of  the  success¬ 
ful  stock  financing  in  1950?  A.  Now,  on  the  basis  that  we 
just  gave  you,  before  financing,  it  was  8.8  per  cent.  After 
the  financing  you  have  seen  what’s  happened.  And  we 
don’t  want  to  get  in  this  predicament  again  of  low  earn¬ 
ings  and  not  having  the  dividends  covered  with  ample  mar¬ 
gin.  So,  therefore,  your  8.8  per  cent  should  be  some  high¬ 
er  figure  in  order  to  take  care  of  the  common  stock  dilution. 

Q.  And  that  is  before  financing  in  1950?  A.  That’s 
correct. 

Q.  Whereas  that  is  almost  identical  with  the  figure  you 
had  after  financing  in  1949?  A.  That’s  correct. 

Q.  1951 1  mean.  A.  That’s  correct. 

Q.  Getting  back  to  the  basis  B  and  basis  C  for  the  test 
period  ending  June  30,  1951,  as  shown  on  Exhibits  5  and 
6,  Mr.  Dunn,  will  you  state  the  rate  of  return  on  the  rate 
base  for  the  test  period,  first  on  basis  B  and  secondly  on 
basis  C?  A.  Yes,  sir.  I  calculate  that  at  about  six  per 
cent. 

Q.  Was  that  basis  B  or  C?  A.  Basis  B.  Wait  a 

304  minute.  I’ve  got  the  wrong  figure  here.  The  total  is 
— it  is  the  relationship  of  the  total  utility  operating 

income  of  $8,647,000  to  the  calculated  rate  base  of  $142,- 
000,000  which  is  shown  on  column  8,  page  6.  That  comes 
out  practically  six  per  cent.  Just  a  little  above. 

Q.  Just  a  little  above?  6.09  per  cent?  A.  Yes.  I  can’t 
get  it  down  that  fine  here. 

Q.  What  is  it  on  basis  C?  A  little  higher  than  that,  isn’t 
it?  A.  On  basis  C  it  would  be  a  little  higher  on  the  same 
rate  base. 

Q.  About  6.14?  A.  About  6.1  or  so.  Somewhere  in  that 
neighborhood. 

Q.  Would  you  accept  subject  to  check  that  it  is  6.14  per 
cent?  A.  Yes,  sir. 
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Q.  Now,  both  income  and  rate  base  figures  which  you 
have  used  in  this  calculation  are  estimated,  are  they  not? 
A.  They  are. 

Q.  If  your  estimate  of  utility  operating  income  was  low, 
the  percentage  returns  would  be  correspondingly  increased, 
would  they  not?  A.  Let  me  get  that  first  part.  If  the  esti¬ 
mates  were  low  on  total  operating  and  gross  income  lev¬ 
els? 

305  Q.  Yes.  A.  Yes. 

Q.  On  Exhibit  5  in  the  calculation  of  earnings  per 
share  of  common  stock  you  have  related  the  income  avail¬ 
able  for  common  to  the  total  number  of  shares  outstanding 
at  the  end  of  each  period  shown  on  page  3  of  that  exhibit, 
have  you  not?  A.  Yes,  sir. 

Q.  For  example,  for  the  12  months  ended  May  31,  1950, 
you  show  earnings  per  share  of  87  cents  on  total  shares  of 
4,264,200  outstanding  at  May  31,  1950.  Is  that  correct? 
A.  That’s  correct. 

Q.  It  is  a  fact,  is  it  not,  that  710,700  shares  of  the  total 
shares  outstanding  on  that  date  were  issued  during  the 

month  of  May  1950?  Were  they  not?  A.  That’s  correct. 

*#*#•#•** 

306  Q.  All  right.  Would  you  state  what  the  earnings 
were  on  the  basis  of  the  full  number  of  shares  out- 

307  standing  at  that  time?  A.  The  earnings  per  share 
on  the  full  number  of  shares  outstanding  at  that 

time? 

Q.  Yes.  Either  for  that  quarter  or  take  it  for  the  yearly 
period  I  asked  you  about.  A.  Eighty-seven  cents. 

Q.  No,  I’m  talking  about  the  earnings  per  share  if  you 
divided  income  available  for  the  entire  number  of  shares 
outstanding.  A.  That’s  right. 

Q.  For  the  full  period.  And  then  one-quarter  for  the  new 

shares  that  were  issued.  A.  Well, - 

Q.  On  the  same  basis  you  paid  your  dividends.  And  you 
did  pay  dividends  on  the  new  shares  outstanding,  didn’t 
you?  A.  Yes,  sir. 
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Q.  Then  I  would  like  the  earnings  per  share  on  the  same 
basis  on  which  dividends  were  paid  for  that  quarter.  A. 
I  don’t  understand  what  period  it  is  related  to. 

Q.  To  the  12  months  ended  May  31,  1950.  A.  Twelve 
months  ended  May  31,1950  is  $3,704,000.  Now,  you  divide 
that  by  the  old  number  of  shares,  divide  it  by  the  new 
number  of  shares,  and  you  get  your  dilution  factor.  Now, 
I  don’t  know  how  you  would  adjust  for  that  to  just 
308  show  one  quarterly  dividend  on  the  new  number  of 
shares. 

Q.  Well,  weight  the  old  ones  up  to  the  time  they  were 
outstanding  and  the  new  ones  for  the  time  they  were  out¬ 
standing  and  then  compute  your  earnings  per  share  on  the 
old  issues  for  the  entire  period  and  the  new  issues  for  the 
time  that  they  were  out.  A.  Well,  I  would  have  to  make 
that  calculation  for  you  and  bring  it  back  at  a  later  date. 

Q.  Well,  if  you  weight  the  old  shares  on  four  quarters 
and  relate  the  new  shares  on - A.  One  quarter? 

Q.  Weight  the  new  shares  on  one  quarter.  You  could  com¬ 
pute  it  then.  A.  That’s  right. 

Q.  Then  will  you  do  that?  A.  (Computing)  If  I  under¬ 
stand  your  question  correctly,  it  would  be  one-quarter  of 
710,700  shares  added  to  the  3,553,500  shares  that  were  out¬ 
standing  prior  to  the  issuance,  which  would  give  you  earn¬ 
ings  of  about  a  dollar,  if  that’s  the  way  you  calculate  that 
kind  of  thing. 

*###•#•## 

310  Q.  You  have  testified,  have  you  not,  that  in  the 
development  of  the  income  for  the  12-months  period 
ended  May  31,  1950  and  for  the  remainder  of  that  year  you 
have  excluded  duplicate  interest  and  the  reduction  in  taxes 
occasioned  by  the  payment  of  duplicate  interest  and  call 
premiums  on  bonds?  A.  That’s  correct. 

Q.  It  is  a  fact,  is  it  not,  that  insofar  as  earnings  per  share 
of  common  are  concerned,  the  excess  of  tax  savings  over 
the  duplicate  interest  is  available  for  earnings  on  the  com- 


123 


mon?  A.  It  would  be  just  for  that  temporary  period,  but 
that  doesn’t  give  you  your  true  earning  power,  because 
any  analyst  will  deduct  that  in  analyzing  your  income  state¬ 
ment  as  a  non-recurring  charge. 

Q.  But  it  does  actually  understate  the  earnings  for 

311  the  period?  A.  Overstates  the  earnings  for  the  pe¬ 
riod. 

Q.  Overstates  it?  A.  Yes. 

Q.  The  failure  to  include  them  understates  the  earnings 
for  the  period,  does  it  not?  A.  That’s  right.  The  failure  to 
include  them.  But  failure  to  exclude  it  overstates. 

Q.  Yes.  That  is  for  the  future,  not  for  the  past?  A. 
That’s  right. 

#**#•••**• 

Commissioner  Spencer :  I  have  a  general  question  to  aid 
me  in  understanding  your  method.  If  you  will  turn  to  Ex¬ 
hibit  9,  page  2  of  5,  as  I  understand  this  exhibit,  the 

312  principal  variable  in  here  in  the  columns  “after 
financing”  in  each  case  is  the  percentage  of  pay-out. 

The  Witness:  That’s  correct. 

Commissioner  Spencer:  In  other  words,  you  start  with 
the  90  cent  dividend  and  your  percentage  of  pay-out  then 
give  you  a  resulting  figure — 

The  Witness:  That’s  correct. 

Commissioner  Spencer :  — which  you  build  to  a  total  op¬ 
erating  revenue? 

The  Witness:  That’s  correct. 

Commissioner  Spencer:  Now,  in  column  8,  the  total  op¬ 
erating  revenue  appears  substantially  to  develop  your 
three  million  and  a  half  dollars  additional  dollar  needs. 
Was  that  calculation  used  in  the  computation  of  that 
amount  ? 

The  Witness :  No.  That  particular  pay-out  just  happens 
to  hit  $8,700,000. 

Commissioner  Spencer:  Well,  then,  in  other  words,  this 
was  not  used  in  the  development  of  your  three  million  and 
a  half  ?  This  was  subsequent  to  that  ? 
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The  Witness:  Well,  this  was  developed  along.  I  used 
other  calculations  to  come  to  the  $8,700,000.  But  it  just  so 
happens  that  that  works  out  at  an  80  per  cent  pay-out  basis. 

Commissioner  Spencer:  I  see.  If  it  had  even  gone  to 
an  extreme  of  50  per  cent  pay-out  or  105  per  cent 

313  pay-out  on  that  basis,  would  that  have  been  a  con¬ 
sideration  in  your  development  of  your  dollar  needs? 

The  Witness :  Not  if  I  got  to  that  extreme,  no. 

Commissioner  Spencer:  Well,  what  was  your  starting 
point  then  in  your  development  of  your  three  million  and  a 
half? 

The  Witness :  The  starting  point  is  what  is  necessary  to 
service  the  capital  structure  of  the  company. 

Commissioner  Spencer :  That  is  a  general  statement,  but 
the  three  million  and  a  half  is  a  specific  figure,  and  I  would 
like  to  know  whether  that  is  a  purely  judgment  figure  or 
whether  there  was  a  starting  point  calculation  arriving  at 
that  figure. 

The  Witness :  Well,  let ’s  do  it  this  way.  Start  with  your 
capitalization.  You  have  your  total  annual  interest  require¬ 
ments.  You  have  your  total  preferred  stock  dividend  re¬ 
quirements. 

Commissioner  Spencer:  Can  you  assign  dollar  amounts 
to  those? 

The  Witness:  Yes,  sir,  I  think  I  can.  At  the  present 
time — 

Commissioner  Spencer :  I  mean  that  were  used  in  deriv¬ 
ing  your  three  million  and  a  half. 

The  Witness:  That’s  right.  Now,  that  was  in  my  direct 
testimony  of  what  our  needs  were.  I’m  just  trying 

314  to  get  the  interest  figure  here. 

Commissioner  Spencer:  Well,  based  on  your  capitali¬ 
zation,  your  interest  figure  is  not  a  matter  of  judgment. 
It’s  a  matter  of  calculation,  is  it  not? 

The  Witness :  Matter  of  calculation.  So  is  the  preferred 
stock  dividend. 
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Commissioner  Spencer:  Well,  then,  what  I  am  trying  to 
get  at  is,  having  those  known  factors,  how  you  proceeded 
then  to  derive  your  three  million  and  a  half. 

The  Witness :  Then  we  took  the  common  stock  compon¬ 
ent,  figured  out  what  we  had  to  have  before  financing  in 
order  to  absorb  the  dilution  and  protect  the  dividend  rate 
at  a  proper  level  so  that  people  would  not  be  concerned 
about  whether  or  not  you  could  continue  your  present  divi¬ 
dend  rate. 

Commissioner  Spencer:  Isn’t  that  substantially  what 
column  8  shows  ? 

The  Witness :  That ’s  right. 

Commissioner  Spencer:  You  have  started  with  a  divi¬ 
dend  of  90  cents,  and  by  your  80  per  cent  pay-out  have 
raised  that  to  100  per  cent. 

The  Witness:  That’s  right. 

Commissioner  Spencer:  And  then  developed  through  a 
calculation  of  estimated  operating  revenue  deductions  and 
other  items  until  you  arrive  at  $41,360,000. 

315  The  Witness :  Right. 

Commissioner  Spencer:  Which  is  substantially 
three  million  and  a  half  above — 

The  Witness:  Above  present  revenues. 

Commissioner  Spencer :  — above  present  revenues. 
Using  that  for  a  starting  basis,  your  90-cent  dividend,  as¬ 
sume  for  a  minute,  if  you  will,  that  the  board  of  directors 
decided  to  double  that,  which  would  be  wholly  within  their 
province  as  I  understand  it  and  wholly  without  the  control 
of  the  Commission.  Then  would  it  be  necessary  for  this 
Commission  to  establish  rates  which  would,  instead  of  giv¬ 
ing  your  $5,757,000  available  for  common,  require 
$11,400,000  and  some-odd? 

The  Witness:  That — -well,  of  course,  that  would  never 
happen.  You  would  have  other  considerations  with  it.  The 
book  value  of  the  stock  vrould  have  to  double  too  in  order 
to  get  double  dividends. 
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Commissioner  Spencer :  Well,  how  about  increasing  that 
dividend  to  a  dollar?  Is  that  beyond  the  realm  of  conjec¬ 
ture? 

The  Witness :  I  think  it  is  at  the  present  time. 
Commissioner  Spencer:  On  the  basis  of  the  amount  of 
available  for  common  under  column  8? 

The  Witness:  That’s  right.  We  may  have  to  increase 
the  common  dividend  in  order  to  attract  the  capital. 

316  But  I  think  that  if  you  had  a  dollar  dividend  and  only 
had  $1.12  earnings,  you  wouldn’t  have  enough 

cushion  there  after  the  financing. 

Commissioner  Spencer :  If  you  had  a  dollar  dividend  on 
this  basis  and  an  80  per  cent  pay-out,  then  you  would  have 
more  than  $1.12  earnings  per  share  of  common,  wouldn’t 
you? 

The  Witness :  If  the — 

Commissioner  Spencer.:  In  other  ^words,  if  you  increased 
your  90  cents  to  approximately  11,  you  would  increase  your 
$1.12  by  approximately  11  per  cent? 

The  Witness :  If  the  earnings  came  out  to  that  figure  it 
might  warrant  increase  to  a  dollar  dividend. 

Commissioner  Spencer :  My  point  is :  Is  not  this  funda¬ 
mentally  based  on  the  determination  of  a  proper  dividend? 
Your  whole  consideration  in  here? 

The  Witness :  Well,  we  think  we  are  at  a  proper  dividend 
level  now.  As  the  book  equity  of  the  stock  increases  year 
after  year,  naturally  the  dividend  would  have  to  increase. 
But  these  are  just  used  as  a  basis  to  show  and  demonstrate 
the  dilution  factors  that  happen  before  and  after  financing. 

Commissioner  Spencer :  But  in  a  calculation  of  this  type 
aren’t  you  assuming  that  earnings  follow  dividends  rather 
than  dividends  follow  earnings? 

The  Witness:  No,  sir,  I  don’t  consider  it  that  way.  In 
other  words,  we  would  have  to  have  these  kind  of 

317  earnings  to  continue  the  90-cent  dividend  and  sell 
additional  shares  of  stock,  so  that  you  would  have  a 

cushion  afterwards  which  would  protect  your  dividends. 
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Commissioner  Spencer:  Well,  you  have  no  definite 
statement  of  what  that  cushion  should  be  or  would  be  under 
the  present  management.  I  mean  by  that  that  there  is  no 
determination  of  exact  amount  of  cushion,  is  there  ? 

The  Witness :  No.  The  cushion  is  what  you  actually  ex¬ 
perience.  Under  the  present  rates  we  are  not  experiencing 
any  cushion.  Now,  the  thing  to  do  is  get  the  rate  levels  up 
to  a  point  where  earnings  would  rise  to  give  us  a  cushion  so 
that  we  can  go  forward  with  our  financing  programs. 

Commissioner  Spencer:  And  you  have  based  that  on 
your  present  90-cent  dividend  as  the  basis  of  your  calcula¬ 
tion? 

The  Witness:  That’s  right. 

Commissioner  Spencer  :  Thank  you. 

The  Witness :  To  go  a  step  further,  it  could  be  $8,700,000 
or  higher. 

By  Mr.  Kirby: 

Q.  Mr.  Dunn,  you  are  the  witness  for  Pepco  who  attempts 
to  justify  the  need  for  three  and  a  half  million  dollars  per 
year  increase  in  overall  rates,  are  you  not?  A.  Yes,  sir. 

Q.  In  attempting  that  justification,  what  specific 
318  consideration  did  you  give  to  the  current  sliding 
scale  arrangement?  A.  Didn’t  give  any  considera¬ 
tion  to  the  present  sliding  scale  arrangement. 

Q.  Do  I  understand  you  correctly  as  saying  all  of  your 
testimony  presupposes  the  continuation  of  the  sliding  scale 
as  it  now  exists?  A.  This  proceeding  is  brought  as  it  is  spe¬ 
cified  in  the  sliding  scale  plan  outside  of  it.  We  haven’t 
considered  the  sliding  scale  plan  at  all  in  determining  this 
three  and  a  half  million  dollars. 

Q.  Well,  now,  I  wonder  if  I  could  ask  that  question  again. 
Possibly  I  didn’t  make  it  clear.  A.  Yes. 

Q.  I  ask  you  do  I  understand  you  correctly  as  saying  that 
all  of  your  testimony  presupposes  the  continuation  of  the 
sliding  scale  as  it  now  exists?  A.  Well,  I  assume  it  is  going 
to  continue  in  operation. 
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Q.  Well,  then,  you  are  not  proposing  on  behalf  of  Pepco 
that  any  of  the  elements  of  that  sliding  scale  arrangement, 
say  the  five  and  a  half  per  cent  basis  rate  of  return  or  the 
method  of  determining  weighted  rate  base,  be  modified  at 
this  time?  A.  No,  sir.  We  are  not  making  any  pro- 

319  posals  at  all  with  respect  to  those  two  items. 

Q.  To  the  best  of  your  knowledge  does  Pepco  now 
contemplate  asking  for  any  modification  of  the  sliding 
scale  ?  A.  I  think  we  wrote  a  letter  to  the  Commission  about 
the  sliding  scale  plan  back  in  November,  and  we  haven’t  dis¬ 
cussed  it  further  with  them  or  with  anyone  else.  I  don’t 
know  whether  there  is  going  to  be  anything  at  all,  any  ac¬ 
tion  taken  on  it  at  all. 

Q.  Well,  now,  let  me  ask  you  if  the  increase  is  approved 
by  the  Commission  at  this  time  is  it  then  your  policy  that 
you  will  attempt  to  reinstate  that  letter,  the  effect  of  it?  Or 
could  I  ask  you  what  is  that  letter  you  are  proposing?  A. 
Well,  if  I  can  give  you  my  own  opinion  about  it,  I  think  that 
in  the  future  years  when  the  Commission  is  reviewing  the 
sliding  scale  plan  and  the  operations  for  any  given  year 
they  should  then  take  into  consideration  what  lies  ahead  for 
the  company  with  respect  to  financing  and  with  respect  to 
the  property  additions  we  have  and  be  governed  accord¬ 
ingly.  That  is  the  reason  I  think  that  the  judgment  basis 
is  better  than  a  formula  basis. 

Q.  Do  I  understand  you  that  you  are  suggesting  or  ask¬ 
ing  that  this  sliding  scale  be  abandoned —  A.  No,  sir. 

320  Q.  — and  substitute  therefor  judgment  rather  than 
formula?  A.  No,  sir,  we  are  not. 

Q.  Well,  I  didn’t  understand  you  yet  as  to  just  what  the 
letter  asks  for,  what  modifications  it  proposes.  A.  I  don’t 
have  it  quite  in  my  mind  here  at  this  minute.  It  is  suggested 
that  the  modified  sliding  scale  plan  may  not  work  in  the  fu¬ 
ture.  That’s  all  that  is  suggested  I  believe.  Probably  coun¬ 
sel  can  inform  us  on  this.  I  don’t  know. 

Mr.  Reilly.:  We  have  no  objection,  frankly,  to  making 
the  letter  available  to  you.  All  it  asks  for,  frankly,  Mr. 
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Kirby,  was  that  maybe  the  time  came  to  reconsider  this  slid¬ 
ing  scale  plan. 

Mr.  Kirby:  Nothing  more  specific  than  that?  Just  a 
general  suggestion? 

Mr.  Reilly:  That’s  all.  We  just  asked  for  review.  And 
we  knew  at  the  time  if  there  was  any  suggestion  or  anything 
done  with  review,  it  would  be  a  matter  of  public  hearing  in 
which  all  parties  having  an  interest  would  participate  with 
respect  to  the  plan. 

Chairman  Flanagan :  The  letter  will  be  made  available, 
Mr.  Kirby,  if  you  would  like  to  read  it. 

Mr.  Kirby :  Thank  you. 

By  Mr.  Kirby: 

321  Q.  Mr.  Dunn,  in  attempting  to  justify  the  three 
and  a  half  million  dollar  increase,  have  you  made  any 

studies  or  reached  a  conclusion  as  to  what  rate  of  return 
Pepco  should  currently  earn  or  earn  in  your  test  year  end¬ 
ing  June  30,  1951  on  a  weighted  rate  base  as  defined  in  the 
sliding  scale?  A.  I  did  not  consider  any  rate  of  return  in 
arriving  at  the  $8,700,000  of  gross  income  necessary  to 
service  our  capital  structure. 

Q.  You  have  propounded  certain  criteria  to  which  we 
shall  presently  come,  but  none  of  them  deal  with  the  fair 
rate  of  return  as  applied  to  a  weighted  rate  base.  That’s 
correct,  isn’t  it?  A.  That’s  correct. 

Q.  The  five  and  a  half  to  six  and  a  half  per  cent  range 
you  discuss  in  connection  with  Exhibits  8  and  10,  is  that  to 
be  applied  to  total  capitalization  and  not  rate  base?  A. 
That  is  applied  to  total  capitalization  and  not  the  rate  base. 

Q.  You  defined  total  capitalization  as  the  par  value  of 
bonds,  short-term  notes,  preferred  stock,  common  stock 
and  earned  surplus.  That’s  correct,  isn’t  it?  A.  And  other 
capital  surplus  that  may  be  on  your  balance  sheet. 

322  Q.  And  you  contemplate  any  necessary  relation¬ 
ship  between  total  capitalization  and  weighted  rate 

base?  That  is,  should  they  be  equal  or  just  what  should  the 
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relationship  between  the  two  be?  A.  Well,  I  think  ideally 
they  should  be  close  to  being  equal.  That’s  one  of  our  diffi¬ 
culties  here — is  that  the  rate  base  is  very  much  below  total 
capitalization,  and  it’s  necessary  to  earn  money  on  your 
total  capitalization  in  order  to  be  able  to  pay  your  interest, 
pay  your  preferred  stock  dividends,  and  make  your  com¬ 
mon  stock  attractive. 

Q.  That  is,  whether  or  not  all  of  that  is  invested  in  plant? 
A.  Well,  there  is  only  one  reason  why  we  raise  money — is 
to  invest  it  in  plant. 

Q.  Will  you  tell  me  in  detail  just  what  studies  or  analyses 
you  have  made  that  lead  you  to  the  conclusion  that  Pepco 
should  currently  earn  within  the  range  of  five  and  a  half 
per  cent  and  six  and  a  half  per  cent  on  its  total  capitaliza¬ 
tion?  A.  Well,  I  think  it  was  in  my  direct  testimony.  I 
think  Exhibit  No.  6  would  indicate — coupled  with  other  ex¬ 
hibits  here — that  our  total  capitalization  is  growing  very 
fast. 

Q.  What  I’m  interested  in  primarily,  Mr.  Dunn,  is 
323  the  five  and  a  half  per  cent  to  six  and  a  half  per  cent. 
A.  Oh,  I  see. 

Q.  I  want  to  know  what  studies  or  analyses  that  you  have 
made  to  arrive  at  that  particular  range  of  five  and  a  half 
to  six  and  a  half.  A.  That  was  my  own  judgment  on  that. 
Probably  didn’t  make  many  studies  but  did  a  lot  of  thinking 
about  it  more  than  anything  else.  That  seems  to  be  the 
range  in  which  Pepco  should  be  permitted  to  earn  in  order 
to  carry  on  its  functions  as  a  public  utility  in  the  City  of 
Washington  and  raise  capital  when  we  need  it. 

Q.  There  are  no  studies  that  you  can  provide  at  this  time 
for  the  record?  A.  No,  there  is  no  definite  study  on  that. 

•  ••••••••• 

343  R.  Roy  Dunn  resumed  the  stand  and  testified  fur¬ 
ther  as  follows : 
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Cross  Examination  ( Resumed ) 

By  Mr.  Kirby: 

Q.  Mr.  Dunn,  from  your  testimony  I  gather  that  it  is  your 
opinion  that  whatever  rate  of  return  is  found  reasonable  it 
should  be  considered  as  applicable  to  total  capitalization 
and  not  rate  base.  That  is  your  position,  is  it?  A.  Whatever 
return  is  found  reasonable  should  fall  within  the  five  and 
a  half  to  six  and  a  half  per  cent  return  on  capitalization.  I 
don’t  care  whether  it’s  applied  to  rate  base  or  anything 
like  that.  That  is  the  dollar  needs  that  you  have  to  have, 
and  it  should  fall  wfithin  that  range. 

Q.  Yes,  but  I  ask  you  again  now  whether  or  not  it  is  your 
opinion  that  it  should  apply  to  the  total  capitalization  and 
not  to  rate  base?  A.  Well,  in  ordinary  circumstances  your 
rate  base  and  total  capitalization  should  be  about  equal, 
but,  of  course,  in  an  expanding  utility  such  as  Pepco,  why 
the  rate  base  is  lagging  behind  capitalization,  so  in 
344  some  way  you  will  have  to  adjust  something  in  order 
to  come  out  to  the  result  of  somewhere  between  those 
figures. 

Q.  On  page  50  of  the  transcript  and  again  on  page  65  you 
point  out  the  spread  between  rate  base  and  capitalization. 
A.  That’s  right. 

Q.  Is  it  your  opinion  that  Pepco  should  be  allowed  to  earn 
at  the  full  rate  of  return  on  capital  obtained  by  Pepco  re¬ 
gardless  of  how  long  it  will  take  before  that  capital  is  in¬ 
vested  in  utility  plant?  A.  Yes,  sir.  The  reason  for  that 
is  that  a  public  utility  such  as  Pepco  only  issues  securities 
for  specific  purposes.  Those  purposes  are  for  additions  to 
plant  and  property. 

Q.  Now,  isn’t  the  lag  between  the  time  the  money  is  ad¬ 
vanced  by  investors  and  the  time  that  money  is  converted 
into  income-producing  property  one  of  the  risks  and  uncer¬ 
tainties  which  stockholders  assume  and  for  which  risk  these 
stockholders  obtain  a  return  far  above  that  of  pure  interest 
and  above  bond  yields?  A.  I  don’t  believe  I’d  quite  agree 
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with  that.  I  don’t  believe  that  the  stockholders  should  take 
that  type  of  a  risk.  I  think  their  risk  is  more  to  the  total 
business  than  it  is  in  investing  their  dollars  in  the  business, 
because  they  expect  it  to  earn  immediately.  You 

345  have  to  pay  interest  and  dividends  immediately. 

Q.  Plant  under  construction  is  included  in  the  slid¬ 
ing  scale  base?  A.  Yes,  construction  work  in  progress  is 
included. 

Q.  In  connection  with  contemplated  financing  for  1951 
you  propose  to  borrow  ten  million  dollars  in  June  of  1951 
in  the  form  of  short-term  notes,  do  you  not?  A.  That  is  the 
plan.  Now,  it  may  be  that  we  will  have  to  borrow  that  as 
early  as  January,  but  for  the  purpose  of  these  exhibits  we 
used  it  as  of  June. 

Q.  Now,  if  that  term  loan  is  similar  to  the  one  you  now 
have,  you  would  have  the  privilege  of  drawing  down  only 
as  much  of  the  ten  million  dollars  as  you  needed,  paying  the 
full  interest  rate  of  two  per  cent  or  two  and  a  half  per  cent 
on  the  amount  you  actually  have  drawn  down  plus  a  very 
low  rate  in  the  order  of  one-eighth  to  one-quarter  per  cent 
on  the  remainder  of  the  ten  million  dollars?  Isn’t  that  cor¬ 
rect?  A.  We  don’t  contemplate  that  type  of  borrowing. 
The  borrowing  that  we  would  contemplate  there  would  have 
a  maturity  of  less  than  one  year. 

Q.  Since  you  have  done  that  in  the  past,  why  don’t  you 
contemplate  doing  the  same  in  the  future?  A.  Well,  I  don’t 
believe  we  have  done  it  on  short  term  that  way. 

346  Q.  The  six  million  dollars  that  is  now  outstanding, 
isn’t  it  that  type  of  note?  A.  No,  sir.  That  is  a 

long-term  note. 

Q.  However,  the  type  that  can  be  drawn  down,  drawn  out, 
as  you  needed  it?  A.  It  was  originally — that  original 
agreement  called  for  borrowings  up  to  12  million  dollars, 
and  we  had  the  privilege  of  taking  it  dowm  as  wre  needed  it. 
Now,  that  is  a  long-term  loan.  And  a  short-term  loan  we 
would  have  to  take  it  all  at  one  time  and  repay  like  we  have 
done  before,  on  a  basis  of  nine  months  or  before. 
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Q.  Well,  now,  referring  to  the  loan  you  now  have  out¬ 
standing,  that  kind  of  arrangement  is  to  pay  two  per  cent 
to  two  and  a  half  per  cent  only  on  the  money  you  currently 
need  and  can  convert  into  plant  without  having  a  substantial 
amount  of  unproductive  cash  in  the  treasury?  Isn’t  that 
so?  A.  That’s  one  way.  Temporary  loans.  That’s  what 
it ’s  for — is  to  get  things  moving  that  way  until  you  can  per¬ 
manently  finance  it  out. 

Q.  With  that  type  of  arrangement,  it  not  only  cuts  down 
on  the  spread  between  capitalization  and  rate  base  but, 
pending  permanent  recapitalization  of  the  term  loan,  pro¬ 
vides  you  with  two  to  two  and  a  half  per  cent  money, 

347  does  it  not?  A.  It  would. 

Q.  Now,  to  return  to  the  1951  financing,  on  June  1, 
1951  or  possibly,  as  you  have  indicated,  earlier,  you  plan  to 
obtain  ten  million  dollars  of  short-term  notes  which,  in  addi¬ 
tion  to  the  six  million  dollars  you  now  have,  will  give  you 
16  million  dollars  of  such  notes?  Is  that  correct?  A. 
That’s  right. 

Q.  In  your  exhibit  you  have  assumed  that  you  will  draw 
down  the  entire  ten  million  dollars  at  one  time.  Did  you 
not?  A.  That’s  correct. 

Q.  Now,  if  you  will  refer,  please,  to  Exhibit  No.  6,  page  1 
of  that  exhibit,  the  line  marked  “June  1951,” —  A.  Right. 

Q.  — that  vertical  jump  in  the  curve  marked  “total  capi¬ 
talization”  reflects  the  full  drawdown  of  the  ten  million 
dollars,  does  it  not?  A.  It  does. 

Q.  And  if  you  assumed  a  gradual  drawdown  to  match 
your  capital  expenditures,  the  total  capitalization  curve 
would  not  have  shown  the  gap  above  rate  base  that  is  shown 
on  Exhibit  6,  page  1,  would  it?  A.  It  would — if  you  started 
say  back  in  January  in  drawing  down  through  June, 

348  up  to  the  ten  million  dollars,  it  would  have  been  a 
different  type  of  curve,  except  the  gap  at  that  par¬ 
ticular  period  would  be  exactly  the  same. 

Q.  To  continue  with  your  financing  plan  for  1951,  on  No¬ 
vember  1,  1951  you  plan  to  sell  11  million  dollars  of  bonds 
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and  11  million  dollars  of  stocks.  Is  that  correct?  A.  That’s 
correct. 

Q.  Of  that  22  million  dollars  of  financing,  16  million  dol¬ 
lars  will  be  used  to  pay  off  a  like  amount  of  short-term 
notes?  Is  that  correct?  A.  That’s  correct. 

Q.  That  16  million  dollars  of  notes  will  not  come  due  in 
November  of  1951,  will  it?  A.  No.  It  becomes  due  April  1, 
1952. 

Q.  Now,  after  repaying  the  16  million  dollars,  you  will 
still  have  six  million  dollars  left  out  of  the  1951  financing, 
will  you  not?  A.  That’s  right. 

Q.  And  that  is  represented  on  Exhibit  6,  page  1,  by  the 
vertical  line  at  November  1951?  A.  That’s  correct. 

Q.  What  will  that  six  million  dollars  be  used  for  in  1952? 
A.  That  will  be  used  for  construction  purposes,  additions 
to  plant. 

349  Q.  During  1952?  A.  During  1952. 

Q.  With  reference  again  to  Exhibit  6,  page  1,  the 
spread  between  the  rate  base  line  and  the  total  capitaliza¬ 
tion  line  stems  from  your  doing  permanent  financing  in 
advance  of  the  time  the  funds  are  converted  into  utility 
property  and  plant?  That  is  so,  isn’t  it?  A.  That’s  so. 

Q.  Were  you  to  finance  your  additions  by  a  gradual 
drawdown  of  your  term  loans  and  refinance  those  term 
loans  at  or  near  their  maturity,  the  total  capitalization 
curve  would  generally  follow  the  rate  base  curve?  That 
is  so,  isn’t  it?  A.  I  don’t  know,  because  you  can’t  do  it 
that  way. 

Q.  In  other  words,  am  I  to  assume  that  you  know  of  no 
utilities  that  have  done  it  that  way?  A.  Well,  if  they  have 
had  large  amounts  of  cash  working  capital,  they  probably 
could  do  it  that  way.  But  we  haven’t  had  large  amounts 
of  working  capital,  and  it’s  necessary  for  us  to  pay  as  we 
go  on  this  until  the  completion  of  the  job.  So  we  have  to 
get  our  money  in  advance. 

Q.  The  total  property  and  plant  figures  are  gross  fig¬ 
ures?  A.  Yes,  sir. 
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Q.  That  is,  before  the  deduction  of  true  deprecia- 

350  tion?  Is  that  correct?  A.  That’s  correct. 

Q.  The  sharp  rise  in  the  total  property  and  plant 
curve  on  January  1,  1950  is  due  to  the  merger  of  Pepco 
and  Braddock,  is  it  not?  A.  That’s  correct. 

Q.  The  rise  is  in  the  total  original  cost  of  property  and 
plant  of  Braddock,  isn’t  it?  A.  That’s  right. 

Q.  However,  the  rate  base  curve  only  reflects  one-twelfth 
of  Braddock’s  rate  base  as  of  January  1950,  does  it  not? 
A.  That’s  correct. 

Q.  However,  the  sliding  scale  rate  base  which  you  show 
on  Exhibit  6  has  no  functional  significance  as  of  January 
or  February  of  the  given  year  since  the  final  control  of 
earnings  under  the  sliding  scale  is  on  the  calendar  year 
basis?  Isn’t  that  so?  A.  That’s  right. 

Q.  Now,  would  you  please  refer  to  Exhibit  No.  8,  page  1. 
The  top  line  marked  “Range”  represents  six  and  a  half 
per  cent  on  total  capitalization,  and  the  middle  line  marked 
“Range”  represents  five  and  a  half  per  cent  on  total  cap¬ 
italization,  do  they  not?  A.  That’s  correct. 

351  Q.  Is  it  your  opinion  that  Pepco ’s  gross  income 
should  fall  within  that  range  if  Pepco  is  to  establish 

and  maintain  good  credit  and  be  in  a  position  to  do  financ¬ 
ing  on  favorable  terms?  A.  I  think  it  should. 

Q.  Now,  Pepco  did  some  financing  in  1947.  It  sold  both 
stocks  and  bonds  in  1949  and  again  in  1950,  did  it  not?  A. 
1947  was  when  we  negotiated  the  long-term  bank  loan  note. 
1948,  15  million  dollar  principal  amount  of  first  mortgage 
bonds  were  sold.  1949  we  sold  ten  million  dollars  principal 
amount  of  bonds  and  592,000  and  some-odd  hundred  shares 
of  common  stock.  In  1950  we  sold  30  million  dollars  of 
bonds,  20  million  dollars  of  which  was  for  refunding  pur¬ 
poses,  and  710,700  shares  of  common  stock. 

Q.  All  of  these  financing  operations  were  successful, 
were  they  not?  A.  Well,  it  all  depends  on  what  you  call 
successful. 

Q.  Well,  would  you  say  that  they  were  unsuccessful?  A. 
The  stockholders  and  purchasers  of  bonds  bought  them, 
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but  since  the  reaction  of  the  market,  why  the  common  stock 
has  not  reached  the  public  offering  price  of  the  stock. 

Q.  Well,  would  you  consider  that  anyone  that  did  pur¬ 
chase  them  was  stuck  on  this  investment?  A.  No, 
352  I  wouldn’t  say  so. 

Q.  Well,  does  it  follow  that  you  believe  the  financ¬ 
ing  operations  were  successful?  A.  I’d  say  they  were  suc¬ 
cessful.  Of  course,  a  year  later  you  can  always  tell  better 
what  you  should  have  done  than  you  can  at  the  time. 

Q.  Well,  in  other  words,  these  financing  operations  were 
successful  despite  the  fact  that  Pepco  income  was  below 
even  the  minimum  or  lower  limit  of  the  range  that  you  are 
now  trying  to  establish?  A.  That’s  right. 

Q.  Now,  would  you  please  refer  to  Exhibit  9,  page  1. 
On  this  exhibit —  A.  I’d  like  to  qualify  that  last  one. 
However,  this  last  financing  in  1950  caused  such  dilution 
that  the  dividend  at  the  present  time  is  not  protected. 

Q.  Now,  on  this  Exhibit  9,  page  1,  you  also  show  a  range. 
That  exhibit  is  based  on  the  assumption  that  the  90-cent 
per  share  dividend  must  continue  to  be  paid?  Isn’t  that 
so?  A.  Well,  it’s  based  on  the  90-cent  dividend,  the  pay¬ 
ment  of  the  90-cent  dividend. 

Q.  The  upper  limit  of  the  range  is  based  on  the  assump¬ 
tion  of  a  70  per  cent  dividend  pay-out,  and  the  lower  on 
the  assumption  of  an  85  per  cent  dividend  pay-out? 
353.  A.  That’s  correct. 

Q.  On  page  80  of  the  transcript  in  discussing  the 
1949  and  1950  stock  issues,  you  stated  and  I  quote:  “These 
shares  were  sold  having  a  basic  annual  dividend  rate  of 
90  cents  per  share,  and  this  standard  which  I  have  been 
discussing  was  developed  recognizing  the  necessity  that 
this  dividend  rate  be  earned  by  a  sufficient  margin  to  pro¬ 
tect  the  holders  of  common  stock  and  maintain  their  confi¬ 
dence.”  Do  you  recall  that  testimony?  A.  Yes,  sir. 

Q.  Is  it  the  purport  of  your  testimony  that  this  sufficient 
margin  is  earned  only  if  between  70  per  cent  and  no  more 
than  85  per  cent  of  the  earnings  are  taken  up  in  paying 
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the  90-cent  dividend?  A.  I’d  say  this:  In  order  to  pro¬ 
tect  the  90-cent  dividend,  you  should  earn  between  the  80 
per  cent  and  the  70  per  cent  pay-out  basis. 

Q.  Do  you  mean  80  per  cent  or  do  you  mean  70  per  cent 
as  shown?  A.  No,  I’m  eliminating  the  85  per  cent.  I  don’t 
believe  the  85  per  cent  gives  you  enough  cushion. 

Q.  I  see.  Now,  referring  again  to  Exhibit  9,  page  1,  the 
chart  in  the  upper  half,  does  the  top  line  purport  to  show 
the  total  dollar  earnings  for  common  required  to  pay  the 
90-cent  per  share  dividend  at  a  70  per  cent  pay-out? 

354  A.  That’s  correct. 

Q.  And  the  second  step  line,  does  that  show  the 
required  dollar  earnings  for  common  required  to  pay  the 
90-cent  dividend  at  an  85  per  cent  pay-out?  A.  That’s 
right. 

Q.  Now,  to  refer  to  the  lower  chart  on  the  same  page, 
does  that  purport  to  show  the  required  earnings  per  share 
at  the  70  per  cent  and  85  per  cent  dividend  pay-out  to 
maintain  the  90-cent  dividend?  A.  That’s  right. 

Q.  What  must  the  earnings  per  share  be  in  order  to  pay 
a  90-cent  dividend  at  a  70  per  cent  payout  ratio?  A.  For 
what  period  of  time? 

Q.  Any  time  at  all.  A.  Any  time?  Well,  on  the  test 
period  we  should  earn  $1.57  before  financing  and  $1.29 
after. 

Q.  Taking  the  90-cent  dividend,  dividing  it  hv  70  per 
cent,  doesn’t  that  equal  $1.29?  A.  That’s  right. 

Q.  Your  previous  answer  I  believe  was  $1.57?  How  do 
you  reconcile  the  two?  A.  I  said  $1.29  after  the  next  fi¬ 
nancing  and  $1.57  prior  to  that  financing. 

Q.  Well,  isn’t  it  true  that  you  have  to  earn  $1.29  at  all 
times?  A.  That’s  correct.  You  have  got  to  earn 

355  more  than  that  prior  to  your  financing,  so  that  you 
come  down  to  this  minimum  of  $1.29. 

Q.  Now  I  am  referring  to  it  on  the  per  share  basis.  A. 
That’s  right.  On  a  per  share  basis.  You  have  got  to  earn 
more  per  share.  The  dilution  factor  enters  into  it  and 
reduces  you  back  to  $1.29. 
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Q.  The  number  of  shares  could  not  possibly  affect  the 
proposition  that  if  you  want  to  pay  90  cents  per  share  and 
have  that  amount  to  no  more  than  70  per  cent  of  earnings 
per  share,  then  you  must  earn  $1.29  per  share,  since  70  per 
cent  of  $1.29  is  equal  to  90  cents.  A.  That’s  right. 

Q.  That’s  just  straight  arithmetic.  A.  That’s  right. 

Q.  So  that  does  it  not  follow  that  it  should  be  on  this 
exhibit  an  horizontal  line  at  $1.29?  A.  Should  be  what? 

Q.  A  horizontal  line  at  $1.29?  A.  You  mean  on  page  1? 

Q.  Yes.  A.  I  don’t  believe  I  follow  that  particular  ques¬ 
tion. 

Q.  Well,  as  I  understand  it,  as  you  just  discussed  it,  if 
you  paid  out  70  per  cent  of  earnings  at  a  90-cent 

356  dividend,  it  is  equal  to  $1.29.  A.  That’s  right 

Q.  Of  earnings,  irrespective  of  the  number  of 
shares.  A.  Well,  as  you  add  more  shares  you  have  got  to 
get  more  dollar  and  29  cents ! 

Q.  Your  exhibit  here  is  on  a  per  share  basis?  A.  That’s 
right. 

Q.  So  since  we  are  in  agreement  that  the  $1.29  is  the 
figure,  doesn’t  that  give  you  a  horizontal  line  on  this  ex¬ 
hibit?  A.  No,  I  don’t  think  you  get  a  horizontal  line.  I 
think  you  get  a  curve. 

Q.  Now,  to  continue  with  the  bottom  portion  of  page  1 
of  Exhibit  9,  the  top  line,  the  first  step  shown  there  reads 
about  $1.65,  does  it  not?  A.  That’s  right. 

Q.  And  if  you  pay  out  70  per  cent  of  $1.65  in  dividends, 
what  dividend  are  you  paying?  Isn’t  it  70  per  cent  of 
$1.65,  or  $1.16?  A.  No,  sir.  The  way  this  approach  was 
made  up  was  on  the  basis  of  having  the  70  per  cent  pay¬ 
out  basis,  earnings  of  $1.29,  after  issuing  an  additional 
number  of  shares  of  stock.  So  on  that  basis  you  have  to 
earn  more  per  share  before  you  do  your  financing. 

357  Q.  But  am  I  not  correct  in  asking  you  if  this  ex¬ 
hibit  is  not  set  up  on  a  per  share  basis?  A.  It’s  set 

up  on  a  per  share  basis.  You  have  got  so  many  shares  out¬ 
standing  prior  to  financing.  You  have  got  an  increased 
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number  of  shares  outstanding  after  financing.  And  these 
lines  that  you  see  here  that  are  opposite  May  1949,  oppo¬ 
site  May  1950,  which  show  the  dilution  factors. 

Q.  Now,  Mr.  Dunn,  isn’t  it  apparent  as  a  matter  of  just 
simple  arithmetic  that  to  maintain  a  90-cent  dividend  at  a 
70  per  cent  pay-out,  earnings  per  share  must  be  $1.29,  and 
that  at  an  85  per  cent  pay-out,  $1.06,  regardless  of  any¬ 
thing  else?  A.  No,  sir. 

Q.  Now,  I’m  again  referring  and  still  referring  to  a  per 
share  basis.  A.  That’s  right. 

Q.  Is  it  still  your  opinion  that  the  actual  and  prospec¬ 
tive  earnings  as  you  show  them  on  page  1  of  Exhibit  9  are 
real  and  significant  indicators  of  earnings  such  as  intelli¬ 
gent  investors  consider  before  buying  Pepco  stock?  A. 
Oh,  I  think  they  do. 

Q.  Now,  on  page  75  of  the  transcript,  in  introducing  Ex¬ 
hibit  9,  you  stated  and  I  quote:  “In  both  the  1949  and 
1950  sales  of  common  stock  by  the  company,  the 
358  principal  question  which  interested  all  concerned 
centered  around  the  earnings  before  the  sale  of  ad¬ 
ditional  shares  and  the  pro  forma  earnings  reflecting  the 
sale  of  such  additional  shares  with  all  interest  require¬ 
ments  on  debt  securities  being  stated  on  an  annual  basis. 
This  standard  is  demonstrated  by  Exhibit  No.  9.”  A. 
Eight. 

Q.  Do  you  note  that?  A.  That’s  right. 

Q.  Is  it  your  opinion  then  that  the  actual  and  pro  forma 
earnings  per  share,  as  you  show  them  on  Exhibit  9,  page  1, 
w’ere  the  principal  question  or  consideration  prospective 
investors  concerned  themselves  with  when  they  considered 
the  1949  and  1950  stock  issues?  A.  They  certainly  did. 

Q.  Isn’t  it  a  fact  that  those  actual  and  pro  forma  earn¬ 
ings  per  share  as  you  show  them  on  page  1  of  Exhibit  9 
were  substantially  below  even  the  lower  limit  of  your  range 
as  shown  on  this  exhibit,  certainly  up  to  August  of  1950? 
A.  That’s  right.  They  are  below.  We  have  got  to  get  this 
earning  power  increased  in  order  to  be  able  to  show  that 
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on  a  pro  forma  basis  when  you  sell  additional  shares  of 
stock  that  you  can  and  have  earned  your  dividend  require¬ 
ments  on  that  new  number  of  shares  of  stock. 

359  Q.  And  despite  the  fact  that  the  actual  and  pro 
forma  earnings  were  below  the  bottom  of  your  range, 

both  the  1949  and  1950  stock  issues  were  successful?  A. 
They  were  successful  except  the  dilution  here  has  caught 
up  with  us. 

Q.  What  proportion  of  the  1949  stock  issue  was  taken  up 
through  rights?  A.  In  1949  it  was  somewhere  around  94 
per  cent. 

Q.  That  issue  had  no  oversubscription  privilege,  did  it? 
A.  No  sir.  It  was  underwritten. 

Q.  What  was  the  subscription  price  of  the  stock?  A.  In 
1949,  $12.50. 

Q.  At  what  price  were  the  shares  not  taken  up  through 
rights  sold  by  the  underwriters?  A.  Either  13  and  an 
eighth  or  13  and  a  quarter.  I  just  don’t  recall  which. 

Q.  And  of  the  1950  issue  what  proportion  of  that  was 
taken  up  through  rights?  A.  Somewhere  close  to  95  per 
cent. 

Q.  At  what  price  was  the  remainder  sold?  A.  Well,  that 
subscription  price  on  that  was  $14.50.  I  think  they  re¬ 
offered  the  shares.  The  underwriters  got  it  something 
above  15,  maybe  15  and  a  quarter.  Somewhere  in  that 
neighborhood. 

360  Q.  That  too  had  no  oversubscription  privilege,  did 
it?  A.  That’s  right. 

Q.  Still  on  this  question  of  dividend  pay-out  ratio  and 
the  70  per  cent  to  85  per  cent  limit  you  have  set,  what  is  the 
purpose  or  reason  for  paying  out  less  than  full  current 
earnings  in  the  form  of  dividends  and  retaining,  as  you  call 
it  on  page  79  of  the  transcript,  a  reasonable  cushion  in  sur¬ 
plus?  In  short,  what  is  the  purpose  of  this  cushion  of  re¬ 
tained  earnings?  A.  Well,  the  purpose  of  the  cushion  is  to 
have  investors  have  confidence  in  your  enterprise  to  the 
extent  that  when  you  are  selling  shares  that  there  has  been 


141 


a  demonstrated  earning  power  and  will  be  a  demonstrated 
earning  power  that  their  dividends  are  not  impaired. 

Q.  Well,  then,  the  purpose  of  this  cushion  is  to  stabilize 
dividends  so  the  dividends  may  be  paid  even  though  for  a 
period  of  time  earnings  have  declined?  A.  No,  it’s  not  for 
that  purpose.  The  purpose  is  to  show  what  the  effect  is  on 
the  earning  power  of  a  company  when  you  issue  additional 
shares  of  stock.  Now,  you  have  to  earn  at  a  given  rate. 
The  dilution  factor  comes  in.  And  that  cushion  is  the  dif¬ 
ference  between  the  dividend  and  that  earning  power  after 
the  sale  of  the  stock. 

Q.  Well,  then,  does  it  follow  from  what  you  have 
361  said  that  if  you  were  not  going  to  issue  any  addi¬ 
tional  stock  that  you  w^ould  not  require  this  cushion? 
A.  Oh,  you  have  always  got  to  have  an  earnings  cushion  to 
show  that  your  dividend  at  any  time  is  being  earned  by  a 
substantial  margin. 

Q.  Well,  why  do  you  need  that  substantial  margin?  A. 
You  need  that  in  order  to  maintain  the  confidence  of  in¬ 
vestors  to  know  that  they  at  least  have  got  their  money  in¬ 
vested  in  an  enterprise  that  is  paying  a  dividend  fully  pro¬ 
tected  by  earning  power. 

Q.  Will  you  agree  that  the  sliding  scale  contingent  re¬ 
serve  also  acts  as  a  stabilizing  factor,  acting  to  provide 
funds  for  the  payment  of  dividends  and  in  fact  all  cor¬ 
porate  purposes  if  current  earnings  should  decline?  A. 
Well,  there  never  has  been  enough  in  the  sliding  scale  ex¬ 
cept  one  year  in  that  deferred  credit  account.  However, 
let  me  give  you  an  example  of  that.  If  we  hadn’t  had  the 
1948  rate  increase  in  July  to  counter-balance  the  $651,000 
that  was  transferred  from  the  deferred  credit  account  to 
income,  that  would  have  been  considered  by  the  underwrit¬ 
ers  and  everybody  else  as  a  non-recurring  item  and  not  re¬ 
flecting  true  earning  power. 

Q.  Shouldn’t  the  existence  of  such  a  contingent  or  sta¬ 
bilization  reserve  act  to  decrease  if  not  in  fact  eliminate 
the  need  for  current  pay-out  ratios  as  low  as  70  per 
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362  cent  or  even  85  per  cent?  A.  I  don’t  believe  so,  be¬ 
cause  any  transfer  from  that  reserve  to  income  with¬ 
out  a.  corresponding  effect,  either  in  increased  rate  or  some 
other  factor,  w’ould  be  considered  as  not  being  true  earning 
power.  I  think  you  have  just  got  to  have  earning  power 
from  operations. 

Q.  Mr.  Dunn,  I  wrnnt  to  read  you  a  short  excerpt  from 
Mr.  Harrison’s  cross  examination  of  Mr.  Hopkinson  in  the 
1948  rate  case.  It  is  found  on  pages  176  and  177  of  the 
transcript  in  that  case.  I  quote : 

“Question:  Are  you  familiar  with  the  fact  that  the  Po¬ 
tomac  Electric  Power  Company’s  rates  have  been  for  years 
established  on  what  we  call  a  sliding  scale  plan  for  adjust¬ 
ment? 

“Answer:  I  am  not  familiar  with  the  sliding  scale  ar¬ 
rangement  back  as  far  as  20  years.  I  have  read  the  Com¬ 
mission’s  order  in  the  recent  sliding  scale  arrangement, 
and  I  think  that  the  proposed  protection  that  that  gives 
to  its  dividend  is  one  of  the  reasons  why  its  common  stock 
sells  as  favorably  in  the  market  today  as  it  does  in  spite  of 
the  diminution  of  income.” 

Do  you  agree  with  Mr.  Hopkinson ’s  opinion  that  the 
sliding  scale  arrangement  does  act  to  provide  protec¬ 
tion  of  dividends?  A.  It  provides  that  action  for  probably 
just  a  short  period  of  time,  but  I  still  say  that  once 

363  there  is  a  transfer  made  to  improve  income  from  the 
deferred  credit  account  that  that  is  not  a  reflection 

of  true  earning  power  without  a  corresponding  effect  of 
some  other  kind  to  offset  it. 

Q.  Well,  would  it  follow — 

Commissioner  Spencer:  Excuse  me.  Mr.  Dunn,  what 
would  that  corresponding  effect  be  ? 

The  Witness:  Well,  for  instance,  like  in  1948  there  was 
an  upward  rate  adjustment.  Or  probably  some  other  oper¬ 
ating  expense,  coal,  or  something,  would  have  a  decline  in 
price  to  offset. 

Commissioner  Spencer:  In  other  words,  any  cause  im¬ 
proving  that? 
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The  Witness:  Any  cause  improving  that  from  opera¬ 
tions  would  have — you  would  have  to  have  that  in  order  to 
offset  the  transfer  from  the  deferred  credit  account  to  in¬ 
come. 

Commissioner  Spencer:  That  probably  would  be  re¬ 
flected  then  in  the  next  year  having  an  increase  in  the  de¬ 
ferred  credit  account? 

The  Witness :  Well,  we  never  experienced  too  much  of 
this  deferred  credit  account,  sir. 

By  Mr.  Kirby: 

Q.  Well,  is  it  your  opinion,  Mr.  Dunn,  that  any  time  it  is 
necessary  to  make  a  withdrawal  from  the  contingent 

364  reserve  there  should  be  a  rate  increase?  A.  No.  I 
don’t  say  that.  I  say  that  there  should  be  some  other 

adjusting  factor,  either  in  operating  expenses  or  in  reve¬ 
nues,  to  offset  it  so  that  you  can  say  that  you  are  now  earn¬ 
ing  from  operations  enough  to  offset  the  amount  that  is 
taken  from  the  deferred  credit  account  to  income. 

Q.  Well,  would  you  say  that  any  time  earnings  are  so 
high  that  there  is  an  amount  put  into  the  contingent  reserve 
fund  that  rates  should  be  reduced?  A.  Well,  I  think  that 
that  is  contemplated  in  the  plan  somewhere.  But  let  me 
digress  here  just  one  minute.  If  earnings  ever  get  to  a 
point  where  they  are  high,  then  is  the  time  to  figure  out  and 
sit  down  and  assume  that  if  you  can  hold  that  earning 
power  then  you  can  figure  out  how  much  capitalization  that 
earning  power  will  support,  and  in  that  way  you  can  sell 
more  stock  and  less  bonds,  or  vice  versa,  and  improve  your 
capitalization  ratios. 

Q.  Is  it  your  position  that  the  90-cent  dividend  must  be 
maintained  through  thick  or  thin?  A.  My  personal  opinion 
is  yes. 

Q.  Is  it  your  opinion  that  the  credit  of  Pepco  will  be 
harmed  if  that  90-cent  dividend  is  changed  either  up  or 
down?  A.  Well,  I  think  that  it  would  be  improved  if 

365  it  went  up.  It  would  certainly  be  a  demoralizing 
effect  on  our  credit  if  it  went  down. 
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362  cent  or  even  85  per  cent?  A.  I  don’t  believe  so,  be¬ 
cause  any  transfer  from  that  reserve  to  income  with¬ 
out  a  corresponding  effect,  either  in  increased  rate  or  some 
other  factor,  would  be  considered  as  not  being  true  earning 
power.  I  think  you  have  just  got  to  have  earning  power 
from  operations. 

Q.  Mr.  Dunn,  I  want  to  read  you  a  short  excerpt  from 
Mr.  Harrison’s  cross  examination  of  Mr.  Hopkinson  in  the 
1948  rate  case.  It  is  found  on  pages  176  and  177  of  the 
transcript  in  that  case.  I  quote : 

“Question:  Are  you  familiar  with  the  fact  that  the  Po¬ 
tomac  Electric  Power  Company’s  rates  have  been  for  years 
established  on  what  we  call  a  sliding  scale  plan  for  adjust¬ 
ment? 

“Answer:  I  am  not  familiar  with  the  sliding  scale  ar¬ 
rangement  back  as  far  as  20  years.  I  have  read  the  Com¬ 
mission’s  order  in  the  recent  sliding  scale  arrangement, 
and  I  think  that  the  proposed  protection  that  that  gives 
to  its  dividend  is  one  of  the  reasons  why  its  common  stock 
sells  as  favorably  in  the  market  today  as  it  does  in  spite  of 
the  diminution  of  income.” 

Do  you  agree  with  Mr.  Hopkinson ’s  opinion  that  the 
sliding  scale  arrangement  does  act  to  provide  protec¬ 
tion  of  dividends?  A.  It  provides  that  action  for  probably 
just  a  short  period  of  time,  but  I  still  say  that  once 

363  there  is  a  transfer  made  to  improve  income  from  the 
deferred  credit  account  that  that  is  not  a  reflection 

of  true  earning  power  without  a  corresponding  effect  of 
some  other  kind  to  offset  it. 

Q.  Well,  would  it  follow — 

Commissioner  Spencer:  Excuse  me.  Mr.  Dunn,  what 
would  that  corresponding  effect  be? 

The  Witness :  Well,  for  instance,  like  in  1948  there  was 
an  upward  rate  adjustment.  Or  probably  some  other  oper¬ 
ating  expense,  coal,  or  something,  would  have  a  decline  in 
price  to  offset. 

Commissioner  Spencer:  In  other  words,  any  cause  im¬ 
proving  that? 
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The  Witness:  Any  cause  improving  that  from  opera¬ 
tions  would  have — you  would  have  to  have  that  in  order  to 
offset  the  transfer  from  the  deferred  credit  account  to  in¬ 
come. 

Commissioner  Spencer:  That  probably  would  be  re¬ 
flected  then  in  the  next  year  having  an  increase  in  the  de¬ 
ferred  credit  account? 

The  Witness:  Well,  we  never  experienced  too  much  of 
this  deferred  credit  account,  sir. 

By  Mr.  Kirby: 

Q.  Well,  is  it  your  opinion,  Mr.  Dunn,  that  any  time  it  is 
necessary  to  make  a  withdrawal  from  the  contingent 

364  reserve  there  should  be  a  rate  increase?  A.  No.  I 
don’t  say  that.  I  say  that  there  should  be  some  other 

adjusting  factor,  either  in  operating  expenses  or  in  reve¬ 
nues,  to  offset  it  so  that  you  can  say  that  you  are  now  earn¬ 
ing  from  operations  enough  to  offset  the  amount  that  is 
taken  from  the  deferred  credit  account  to  income. 

Q.  Well,  would  you  say  that  any  time  earnings  are  so 
high  that  there  is  an  amount  put  into  the  contingent  reserve 
fund  that  rates  should  be  reduced?  A.  Well,  I  think  that 
that  is  contemplated  in  the  plan  somewhere.  But  let  me 
digress  here  just  one  minute.  If  earnings  ever  get  to  a 
point  where  they  are  high,  then  is  the  time  to  figure  out  and 
sit  down  and  assume  that  if  you  can  hold  that  earning 
power  then  you  can  figure  out  how  much  capitalization  that 
earning  power  will  support,  and  in  that  way  you  can  sell 
more  stock  and  less  bonds,  or  vice  versa,  and  improve  your 
capitalization  ratios. 

Q.  Is  it  your  position  that  the  90-cent  dividend  must  be 
maintained  through  thick  or  thin  ?  A.  My  personal  opinion 
is  yes. 

Q.  Is  it  your  opinion  that  the  credit  of  Pepco  will  be 
harmed  if  that  90-cent  dividend  is  changed  either  up  or 
down?  A.  Well,  I  think  that  it  would  be  improved  if 

365  it  went  up.  It  would  certainly  be  a  demoralizing 
effect  on  our  credit  if  it  went  down. 
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362  cent  or  even  85  per  cent?  A.  I  don’t  believe  so,  be¬ 
cause  any  transfer  from  that  reserve  to  income  with¬ 
out  a  corresponding  effect,  either  in  increased  rate  or  some 
other  factor,  would  be  considered  as  not  being  true  earning 
power.  I  think  you  have  just  got  to  have  earning  power 
from  operations. 

Q.  Mr.  Dunn,  I  want  to  read  you  a  short  excerpt  from 
Mr.  Harrison’s  cross  examination  of  Mr.  Hopkinson  in  the 
1948  rate  case.  It  is  found  on  pages  176  and  177  of  the 
transcript  in  that  case.  I  quote : 

“Question:  Are  you  familiar  with  the  fact  that  the  Po¬ 
tomac  Electric  Power  Company’s  rates  have  been  for  years 
established  on  what  we  call  a  sliding  scale  plan  for  adjust¬ 
ment? 

“Answer:  I  am  not  familiar  with  the  sliding  scale  ar¬ 
rangement  back  as  far  as  20  years.  I  have  read  the  Com¬ 
mission’s  order  in  the  recent  sliding  scale  arrangement, 
and  I  think  that  the  proposed  protection  that  that  gives 
to  its  dividend  is  one  of  the  reasons  why  its  common  stock 
sells  as  favorably  in  the  market  today  as  it  does  in  spite  of 
the  diminution  of  income.” 

Do  you  agree  with  Mr.  Hopkinson ’s  opinion  that  the 
sliding  scale  arrangement  does  act  to  provide  protec¬ 
tion  of  dividends?  A.  It  provides  that  action  for  probably 
just  a  short  period  of  time,  but  I  still  say  that  once 

363  there  is  a  transfer  made  to  improve  income  from  the 
deferred  credit  account  that  that  is  not  a  reflection 

of  true  earning  power  without  a  corresponding  effect  of 
some  other  kind  to  offset  it. 

Q.  Well,  would  it  follow — 

Commissioner  Spencer:  Excuse  me.  Mr.  Dunn,  what 
would  that  corresponding  effect  be  ? 

The  Witness:  Well,  for  instance,  like  in  1948  there  was 
an  upward  rate  adjustment.  Or  probably  some  other  oper¬ 
ating  expense,  coal,  or  something,  would  have  a  decline  in 
price  to  offset. 

Commissioner  Spencer:  In  other  words,  any  cause  im¬ 
proving  that? 


143 


The  Witness:  Any  cause  improving  that  from  opera¬ 
tions  would  have — you  would  have  to  have  that  in  order  to 
offset  the  transfer  from  the  deferred  credit  account  to  in¬ 
come. 

Commissioner  Spencer:  That  probably  would  be  re¬ 
flected  then  in  the  next  year  having  an  increase  in  the  de¬ 
ferred  credit  account? 

The  Witness:  Well,  -we  never  experienced  too  much  of 
this  deferred  credit  account,  sir. 

By  Mr.  Kirby: 

Q.  Well,  is  it  your  opinion,  Mr.  Dunn,  that  any  time  it  is 
necessary  to  make  a  withdrawal  from  the  contingent 

364  reserve  there  should  be  a  rate  increase?  A.  No.  I 
don’t  say  that.  I  say  that  there  should  be  some  other 

adjusting  factor,  either  in  operating  expenses  or  in  reve¬ 
nues,  to  offset  it  so  that  you  can  say  that  you  are  now  earn¬ 
ing  from  operations  enough  to  offset  the  amount  that  is 
taken  from  the  deferred  credit  account  to  income. 

Q.  Well,  would  you  say  that  any  time  earnings  are  so 
high  that  there  is  an  amount  put  into  the  contingent  reserve 
fund  that  rates  should  be  reduced?  A.  Well,  I  think  that 
that  is  contemplated  in  the  plan  somewhere.  But  let  me 
digress  here  just  one  minute.  If  earnings  ever  get  to  a 
point  where  they  are  high,  then  is  the  time  to  figure  out  and 
sit  down  and  assume  that  if  you  can  hold  that  earning 
power  then  you  can  figure  out  how  much  capitalization  that 
earning  power  will  support,  and  in  that  way  you  can  sell 
more  stock  and  less  bonds,  or  vice  versa,  and  improve  your 
capitalization  ratios. 

Q.  Is  it  your  position  that  the  90-cent  dividend  must  be 
maintained  through  thick  or  thin  ?  A.  My  personal  opinion 
is  yes. 

Q.  Is  it  your  opinion  that  the  credit  of  Pepco  will  be 
harmed  if  that  90-cent  dividend  is  changed  either  up  or 
down?  A.  Well,  I  think  that  it  would  be  improved  if 

365  it  went  up.  It  would  certainly  be  a  demoralizing 
effect  on  our  credit  if  it  went  down. 
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Q.  Is  it  your  opinion  that  Pepco  has  some  sort  of  obliga¬ 
tion  to  its  stockholders  to  continue  paying  the  90-cent-per- 
share  dividend?  A.  I  think  so.  There  is  about  1,200,000 
shares  that  were  sold  on  the  basis  of  a  90-cent  dividend.  I 
don’t  think  that  you  could  let  the  investors  down  by  reduc¬ 
ing  dividends  when  you  have  sold  it  to  them  with  that  at¬ 
tached  to  it. 

Q.  Of  course,  I  assume  you  don’t  mean  that  there  was  any 
guarantee —  A.  No,  no. 

Q.  —  attached  to  it?  A.  I  think  it’s  a  moral  obligation. 

Q.  So  it’s  just  your  opinion  that  investors  purchased  this 
stock  in  the  belief  that  the  90-cent  dividend  will  continue  to 
be  paid?  A.  That’s  right. 

Q.  And  if  the  dividend  is  reduced  for  a  period,  is  it  your 
opinion  that  some  inequity  will  be  done  to  your  stockholders 
since  their  anticipations  will  not  have  come  to  pass?  A.  I 
think  so. 

366  Q.  It  then  follows  logically,  does  it  not,  that  if  the 
90-cent-per-share  dividend  is  increased,  investors 
will  get  more  than  they  anticipated  and  inequity  will  follow 
to  the  rate  payers?  Isn’t  that  correct?  A.  No,  sir.  Simply 
because  as  a  utility  company  expands  or  any  other  company 
expands  a  stockholder  certainly  hopes  and  has  that  hope 
in  his  mind  that  he’s  going  to  be  taken  care  of  too  along 
with  that  expansion. 

Q.  Well,  wouldn’t  your  same  explanation  follow  from  the 
average  stockholder  that  he  would  reason  that  if  the  divi¬ 
dend  goes  down  or  earnings  go  down  his  dividend  would  be 
reduced — that  is,  temporarily — while  it  is  down?  A.  Well, 
it  shouldn’t  go  down  because  of  rates.  It  should  go  down 
because  of  something  else. 

Q.  No,  I  didn’t —  A.  You  have  got  to  earn  a  fair  return 
before  you  can  talk  along  that  line  I  think. 

Q.  All  of  your  calculations  are  based  on  the  assumption 
that  90  cents  is  a  minimum  dividend?  Is  that  correct?  A. 
That’s  right. 

Q.  Well,  now,  if  you  will  refer  to  page  2  of  this  Exhibit 
No.  9,  there  you  show  for  the  different  pay-out  ratios  the 


amount  of  revenue  required  for  the  test  period  before  and 
after  financing-  I  would  like  to  go  into  the  differ- 

367  ence  between  the  columns  headed  “before  financing’ ’ 
and  “after  financing.”  As  of  the  beginning  of  the 

test  period,  that  is,  July  1,  1950,  you  had  75  million  dollars 
of  bonds  and  6  million  dollars  of  notes  which  are  payable 
on  or  before  April  1,  1952.  Is  that  correct?  A.  That’s 
right.  That  is,  the  notes  that  are  payable. 

Q.  The  notes,  yes.  A.  Yes. 

Q.  During  the  test  period,  more  specifically  June  1,  1951, 
you  propose  to  borrow  ten  million  dollars  of  two  and  a  half 
per  cent  notes.  Is  that  correct?  A.  That’s  correct. 

Q.  So  that  during  the  test  period  that  you  chose,  the  year 
ending  June  30,  1951,  and  reflecting  all  the  financing  ac¬ 
tually  performed  during  that  period  and  reflecting  all  the 
securities  actually  outstanding  during  that  period,  the  total 
interest  charges  will  be  $2,350,000  as  shown  on  the  third 
line  of  figures  of  Exhibit  9,  page  2.  Is  that  correct?  A. 
Prior  to  financing,  yes.  $2,350,000. 

Q.  That  is  actually  during  the  test  period  that  you  have 
chosen?  A.  That’s  right. 

Q.  Included  in  that  $2,350,000  is  $20,800  of  interest 

368  which  is  one  month’s  interest  on  the  ten  million  dol¬ 
lars  of  notes  you  plan  to  issue  on  June  1,  1951.  Is 

that  correct?  A.  That’s  right. 

Q.  That  ten  million  dollar  loan  is  part  of  a  financing  plan 
which  will  allow  you  to  pay  off  in  November  1951,  16  mil¬ 
lion  dollars  of  notes  not  due  until  April  of  1952,  or  six 
months  in  advance,  and  still  leave  you  with  six  million  dol¬ 
lars  of  cash  which  you  will  not  convert  into  plant  until  pos¬ 
sibly  sometime  in  1952.  That  is  correct,  isn’t  it?  A.  That’s 
right 

Q.  So  that  on  Exhibit  9 —  A.  May  I  make  an  explanation 
there  ? 

Q.  Yes.  A.  Financing  is  expensive.  You  have  got  to  do 
it  at  one  time.  You  can’t  just  do  one  part  one  minute  and 
another  part  the  next  minute.  The  time  you  get  all  through 
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you  would  run  up  your  expenses  pretty  high.  So  it’s  better 
to  get  it  all  in  one  package. 

Q.  So  that  on  Exhibit  9,  pages  2,  3  and  4,  which  purport 
to  deal  with  the  test  period  that  you  selected,  there  is  re¬ 
flected  in  the  columns  headed  “after  financing”  interest 
costs  that  will  not  be  accrued  during  that  period,  and,  in 
addition,  reflected  interest  charges  on  money  that 

369  you  have  no  plans  for  spending  on  plant  till  some¬ 
time  in  1952.  That’s  correct,  isn’t  it?  A.  That’s 

right.  This  figure  here  of  $2,539,000  shows  interest  after 
our  permanent  financing  on  an  annual  basis. 

Q.  All  of  which  wmuld  be  done  after  the  test  period?  Is 
that  correct  ?  A.  All  of  which  would  be  done  after  the  test 
period. 

Q.  Now,  if  you  will  refer  to  page  2,  column  9,  of  Exhibit 
9,  if  you  earn  a  dollar  and  32  cents  per  share  during  the 
test  period — $1.32  is  the  next  to  the  last  figure  in  that  col¬ 
umn —  A.  That’s  right. 

Q.  — and  pay  your  90-cent-per-share  dividend,  what  will 
be  your  pay-out  ratio?  Would  you  accept  subject  to  check 
68  per  cent?  A.  By  the  way,  that  figure  is,  according  to 
vesterdav  afternoon’s  testimonv,  corrected  to  $1.30.  Be- 
fore  financing  then  you  would  have  a  pay-out  basis  of  a 
little  better  than  69  per  cent. 

Q.  The  beginning  of  your  test  year  is  July  1,  1950.  How 
many  shares  did  you  have  outstanding  on  that  date?  A. 

4.264.200  shares. 

Q.  The  last  day  of  your  test  year  is  June  30,  1951.  On 
that  date  you  will  also  have  4,264,200  shares  of  corn- 

370  mon  stock,  will  you  not?  A.  Yes,  but  the  test  period 
here  is  used  to  reflect  the  addition  of  financing  of 

another  one-to-five  ratio.  In  other  words,  we  would  have — 
if  it  was  possible  to  do  by  June  30, 1951,  we  would  then  have 
outstanding  5,117,040  shares. 

Q.  Well,  now,  actually  you  will  have  no  more  than  4,- 

264.200  shares  at  any  time  during  your  test  period.  That 
is  so,  isn’t  it?  A.  That’s  the  way  it  is.  Had  the  rates  gone 
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into  effect  in  July,  we  would  have  been — the  test  period 
would  have  equalled  it. 

Q.  What  I  have  said,  that  is  the  fact,  is  it?  A.  That’s 
right. 

Q.  Will  you  actually  incur  more  than  $2,350,000  of  inter¬ 
est  charges  and  $405,000  of  preferred  stock  dividends  dur¬ 
ing  the  test  period  ?  A.  The  only  change  may  be  that  if  we 
have  to  borrow  the  ten  million  dollars  prior  to  June  it  would 
increase. 

Q.  I’m  speaking  now  from  your  exhibit,  your  facts,  your 
test  period  as  you  set  it  up.  A.  That’s  right. 

Q.  So  that  in  considering  the  test  year,  if  you  have  a  total 
revenue  of  $40,801,000,  you  will,  in  fact,  earn  $1.30  per  share 
which  will  require  a  pay-out  of  only  roughly  69  per 

371  cent?  A.  That’s  right. 

Q.  Is  that  not  a  fact  based  on  your  own  figures? 
A.  That ’s — of  course,  you  were  working  on  the  same  defini¬ 
tion  of  test  period  here.  That’s  correct. 

Q.  Well,  this  is  vour  test  period.  A.  That’s  right. 

Q.  Now,  if  with  this  same  $1.30  earning  per  share  you 
were  in  fact  to  pay  out  85  per  cent  in  the  form  of  dividends, 
how  much  would  you  pay?  A.  That  would  come  to  about 
$1.10,  except  that  that  is  not  the  idea  of  the  whole  thing. 

Q.  We  are  discussing  your  test  period,  your  exhibit;  col¬ 
umn  9  assumes  a  revenue  of  $40,801,000,  or  $40,801,000 
minus  $37,855,000,  equalling  $2,946,000  per  year  more  than 
you  would  earn  at  existing  rates.  Is  that  correct?  A.  Let 
me  fellow  that  again.  What  was  that  second  figure? 

Q.  Under  existing  rates,  column  2,  $37,855,000.  I  sub¬ 
tract  that  from  your  column  9.  A.  That’s  right.  $2,946,000. 

Q.  That  is  $2,946,000  per  year  more  than  you  would  earn 
at  your  existing  rates  ?  A.  That’s  right. 

Q.  Will  you  now  direct  your  attention  to  column  7 

372  of  this  same  exhibit?  That  shows  a  total  revenue  of 
$41,360,000,  or  $3,505,000  more  than  at  existing  rates. 

Is  that  correct?  A.  That’s  right. 

Q.  With  that  revenue  for  the  test  year,  you  would  earn 
$1.39  per  share  which  would  require  a  pay-out  of  only  65 


148 


per  cent  to  pay  the  90-cent  dividend.  Isn’t  that  so?  A. 
That  would  be  about  right. 

Q.  And  were  you  to  pay  out  80  per  cent  as  shown  at  the 
head  of  column  7,  you  could  then  pay  a  per-share  dividend 
of  80  per  cent  of  $1.39  or  $1.11  per  share.  Isn’t  that  cor¬ 
rect?  A.  That’s  possible,  but  it  wouldn’t  be  done. 

Q.  Now\  if  you  will  please  turn  to  page  3  of  this  Exhibit 
9,  which  page  deals  with  the  calendar  year  1949,  how  many 
shares  did  you  have  outstanding  at  the  beginning  of  that 
period?  A.  Beginning?  Well,  at  the  end  of  December  31, 
1949  we  had  3,553,500  shares  outstanding.  Prior  to  that 
time,  at  the  beginning  of  the  year,  2,961,250  I  believe. 

Q.  Your  actual  common  stock  dividend  payment  in  1949 
was  $3,065,297  as  shown  in  your  annual  report  to  the  stock¬ 
holders.  Your  dividend  rate  was  90  cents  per  share.  Will 
you  accept  subject  to  check  that  the  weighted  average  num¬ 
ber  of  shares  for  the  year  was  3,405,  S86  shares? 

That  is,  3,065,297  divided  by  90  cents?  A.  Well,  I 
373  will  accept  your  arithmetic  but  I  don’t  accept  the 
principle. 

Q.  Now,  your  Exhibit  9  which  purports  to  deal  with  the 
calendar  year  1949  is  based  on  a  number  of  shares  far  in 
excess  of  those  actually  outstanding  during  that  year  and 
is  in  part  based  on  securities  not  issued  till  May  of  1950. 
Isn’t  that  a  fact?  A.  This  was  made  up  to  demonstrate  the 
effect  of  issuing  shares  of  stock  and  issuing  other  securities. 
There  is  no  doubt  in  anybody’s  mind  that  3,553,500  shares 
were  outstanding  in  1949.  That  is  a  fact.  That  effect  was 
immediate,  as  soon  as  it  was  sold.  I  don’t  see  how  anybody 
can  average  anything  or  do  anything  as  to  the  average 
number  of  shares.  Your  dilution  factor  is  there,  and  I 
think  you  have  to  deal  with  the  3,553,500  shares  at  that 
time. 

Mr.  Kirby:  Bead  back  the  previous  question,  Mr.  Ex¬ 
porter. 

(The  reporter  read  the  last  question  of  record.) 

The  Witness :  I  think  I  answered  it,  didn’t  I? 
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By  Mr.  Kirby: 

Q.  Well,  I  believe  you  could  answer  it  yes  or  no,  Mr. 
Dunn.  A.  Well,  I  said  that  2,961,250  shares  were  outstand¬ 
ing  at  January  1,  1949,  and  then  in  May  we  issued 

374  additional  shares,  and  the  number  of  shares  out¬ 
standing  then  was  3,553,500  shares. 

Commissioner  Spencer:  May  of  what  year,  Mr.  Dunn? 
The  Witness:  1949. 

By  Mr.  Kirby : 

Q.  Your  answer  is  yes?  A.  Let  me  have  the  question. 
Commissioner  Spencer:  Your  question  was  as  of  May 
of  1950. 

The  Witness:  I  thought  he  was  talking  about  the  year 
1949. 

Mr.  Kirby:  That’s  all  right. 

By  Mr.  Kirby : 

Q.  Now,  referring  to  column  2,  page  3  of  Exhibit  9,  it 
shows  that  at  existing  rates  you  had  $3,700,013  available 
for  common,  is  that  correct?  A.  That  is  correct. 

Q.  The  $1.04  per  share  earnings  is  based  on  3,535,500 
shares.  That  is  the  number  of  shares  outstanding  at  the 
end  of  ’49,  is  that  correct?  A.  That  is  right. 

Q.  Had  you  used  the  weighted  average  number  of  3,405,- 
886  shares,  the  earnings  per  share  would  have  been  $1.09, 
•would  they  not?  Would  you  accept  that  subject  to  check? 
A.  I  will  accept  the  mathematics,  but  I  won’t  accept 

375  the  principle  or  the  theory  behind  averaging  the  num¬ 
ber  of  shares. 

Q.  With  reference  to  page  4  of  Exhibit  9,  which  purports 
to  deal  with  the  year  1948,  how  many  shares  of  common 
stock  did  you  have  outstanding  during  the  entire  year?  A. 
2,961,250  shares. 

Q.  That  number  of  shares  was  not  increased  to  the  num¬ 
ber  you  show  at  the  foot  of  columns  4,  6,  8  and  10 — that  is, 
to  3,553,500 — until  May  of  1949?  Isn’t  that  so?  A.  That’s 
right. 
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Q.  Column  2  of  this  same  sheet  is  headed  “under  existing 
rates.  ’  ’  Does  that  mean  that  the  revenue  and  other  income 
figures  have  been  restated  to  show  what  would  have  been 
the  case  if  rates  which  are  in  effect  at  the  end  of  the  year 
were  used,  or  do  the  figures  show  what  actually  happened 
at  existing  rates  subsequent  to  July  21,  1948  and  at  lower 
rates  prior  to  that  time!  A.  “Under  existing  rates”  for 
the  year  1948,  of  course,  includes  that  seven  months  of 
higher  rate  levels,  and  the  transfer  from  the  deferred  credit 
account  to  income  of  the  $651,000.  The  rest  of  it  is  to  por¬ 
tray  what  would  have  happened  had  we  had  earning  power 
of  $7,251,000,  for  instance,  under  a  70  per  cent  pay-out  as 
compared  with  gross  income  of  $5,749,000. 

376  Q.  The  1948  rate  increase  amounted  to  about  $2,- 
750,000  on  an  annual  basis  when  applied  to  1947 

sales!  Isn’t  that  so!  A.  That’s  right. 

Q.  So  if  column  2  of  page  4  of  Exhibit  9  were  restated  to 
show  currently  existing  rates,  the  operating  revenue  fig¬ 
ure  would  have  been  approximately  $1,500,000  greater  than 
you  show  it.  Isn’t  that  so!  A.  I  don’t  know  about  whether 
— hovr  close  that  figure  is,  but  we  considered  that  at  the 
gross  income  level  that  the  $651,000  offset  the  first  five 
months  of  1948  at  the  higher  rate  levels. 

Q.  Well,  the  figure  I  have  given  you,  1,500,000,  would  you 
agree  that  that  would  be  approximately  correct!  A.  I 
would  say  that  it  would  take  that  much  money  to  produce 
around  $650,000  to  $700,000  of  gross  income. 

Q.  At  40  per  cent  tax  rate,  it  would  have  increased  gross 
income  an  amount  available  for  common  by  about  $650,000, 
would  it  not,  or  about  20  cents  per  share !  Will  you  accept 
that  subject  to  check!  A.  I  will  accept  that  subject  to  check. 

Q.  So  that  whereas  columns  4,  6,  8  and  10  reflect  interest 
charges  on  ten  million  dollars  of  bonds  not  issued  until 
May  of  the  next  year — that  is,  1949 — and  over 

377  500,000  shares  of  stock  not  issued  until  May  of  thei/, 
next  year — that  is,  1949 — column  2  does  not  even  re¬ 
flect  the  full  effect  of  increased  rates  that  were  in  effect  for 
the  second  half  of  the  year  1948.  I  take  it  that  you  believe 


151 


that  to  be  a  consistent  approach  to  the  problem.  A.  May  I 
have  the  question  read  back? 

(The  reporter  read  the  pending  question.) 

A.  That  the  $31,755,000  does  not  reflect  the  full  year  at 
our  present  rate  levels?  That’s  correct. 

Q.  Now,  will  you  turn,  please,  to  Exhibit  5,  page  3  of  that 
exhibit.  I  direct  your  attention  to  the  last  column,  that  is, 
column  8.  There  you  purport  to  show  earnings  per  share 
at  existing  rates.  Is  that  correct?  A.  Yes,  sir. 

Q.  I  direct  your  attention  to  the  line  labeled  “December 
31,  1949”  where  you  show  $1.05  earned  per  share  for  the 
calendar  year  1949.  Is  that  the  actual  amount  earned  dur¬ 
ing  1949  on  the  average  number  of  shares  outstanding  dur¬ 
ing  1949?  A.  No,  sir.  That  is  on  the  number  of  shares  out¬ 
standing  at  the  end  of  1949. 

Q.  You  don’t  pay  dividends  on  the  number  of  shares  out¬ 
standing  at  the  end  of  a  year,  do  you?  A.  You  pay  divi¬ 
dends  on  the  number  of  shares  that  are  outstanding 
378  at  the  time  you  declare  the  dividend. 

Q.  Will  you  accept  subject  to  check  that  had  you 
used  the  average  number  of  shares,  earnings  would  have 
been  $1.09  per  share?  A.  Well,  your  mathematics,  yes,  but 
the  principle,  no. 

Q.  Isn’t  it  a  fact  that  Moody’s  has  in  fact  reported  $1.09 
in  its  latest  manual?  A.  I  don’t  think  that  they  reported 
it  from  that  cause. 

Q.  Well,  how  do  they  report  the  $1.09?  A.  I  think  they 
reported  it  before  non-recurring  adjustments. 

Q.  And  so  that  by  some  coincidence  it  did —  A.  Just 
happened  to  hit  that. 

Q.  —  hit  that  figure? 

Exhibit  11  showing  earnings  at  the  PUC  basic  rate,  the 
earnings  per  share,  are  these  also  not  related  to  the  aver¬ 
age  number  of  shares  for  the  period  but  to  the  number  of 
shares  at  the  end  of  the  period?  A.  End  of  the  period. 

Q.  If  you  were  to  recompute  page  2  of  Exhibit  11  using 
the  average  number  of  shares,  the  values  of  column  6 — 
that  is,  earnings  per  share — would  be  greater  than  those 
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you  actually  show?  Isn’t  that  so?  A.  That’s  right. 

379  But  I  still  want  to  say  that  the  principle  involved  in 
that  type  of  calculation  is  not  proper. 

Q.  There  was  a  third  criterion  you  implied  in  your  testi¬ 
mony — that  found  on  page  46  of  the  transcript — where  you 
said  the  earnings  must  be  sufficient,  and  I  quote,  1  ‘  to  cover 
the  amount  of  interest  on  mortgage  bonds  and  other  inter¬ 
est-bearing  debt  by  a  sufficient  margin  necessary  to  satisfy 
the  requirements  of  the  institutional  and  other  investors 
who  buy  such  securities.”  Do  you  check  that  testimony? 
A.  That’s  right. 

Q.  Exhibit  9,  page  2,  shows  in  column  2  that  under  exist¬ 
ing  rates  for  the  test  period  you  have  selected  the  gross 
income  would  cover  total  interest  2.8  times.  That  is  a  cor¬ 
rect  interpretation  of  that  exhibit,  is  it  not?  A.  That’s 
right — under  existing  rates. 

Q.  You  are  aware  of  the  fact  that  in  Order  3529  issued  on 
April  27,  1949  in  connection  with  your  financing,  this  Com¬ 
mission  found  that  after  the  then  proposed  financing,  and 
based  on  1948  operations,  bond  interest  would  be  covered 
2.4  times?  A.  That’s  probably  correct. 

Q.  That  bond-financing  operation  was  successful, 

380  was  it  not?  A.  As  far  as  the  company  was  concerned, 
yes. 

Q.  In  May  of  1950  you  issued  30  million  dollars  of  bonds 
as  well  as  additional  stocks,  did  you  not?  A.  That’s  right. 

Q.  That  was  a  successful  piece  of  financing  too,  was  it 
not?  A.  As  far  as  the  company  was  concerned  it  was. 

Q.  Now,  will  you  please  turn  to  Exhibit  12,  page  4  of  that 
exhibit.  Column  5  shows  results  of  operation  for  the  12- 
month  period  ending  April  30, 1950.  Will  you  tell  me  what 
the  interest  coverage  was?  Would  you  accept  subject  to 
check  2.8  times?  A.  That’s  about  right. 

Q.  That  2.8  times  coverage  was  just  prior  to  the  financ¬ 
ing,  wasn’t  it,  so  that  on  a  pro  forma  basis  the  coverage 
would  have  been  less?  Isn’t  that  so?  A.  That’s  right. 

Q.  On  page  84  of  the  transcript  you  stated  that  earnings 
no  more  than  equal  to  the  basic  return  would  be  inadequate 
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since  these  would  not  meet  the  tests  stated  by  the  Commis¬ 
sion  in  Order  2796.  Do  you  recall  that  testimony?  A.  Yes, 
sir. 

Q.  That  test  allegedly  contained  in  Order  2796  is  the  one 
you  discuss  in  Exhibit  9,  dividend  coverage?  That 

381  is  your  contention,  isn’t  it?  A.  That’s  right.  Have 
I  got  the  same  thing  in  mind  that  you  have?  I’d  like 

to — 

Q.  Would  you  like  to  refer  to  page  84  of  the  transcript? 
A.  Yes.  Let  me  see  that.  (Examining  the  transcript) 
That’s  what  I  said. 

Q.  Now,  will  you  please  refer  to  page  2  of  Exhibit  11,  col¬ 
umn  6,  w’hich  shows  the  per-share  earnings  at  the  basic 
sliding  scale  return.  It  is  a  fact,  is  it  not,  that  at  the  basic 
five  and  a  half  per  cent  rate  your  per-share  earnings  would 
in  the  future  not  drop  below  one  dollar  per  share?  Isn’t 
that  so?  A.  Well,  I  don’t — as  far  as  the  future  is  con¬ 
cerned,  going  to  December  31,  1951,  not  going  beyond  that, 
it  would  be  around  a  dollar. 

Q.  In  fact,  the  per-share  earnings  go  up  to  $1.20  for  the 
12-month  period  ending  October  31,  1951  and  then  drop  to 
$1.00  per  share  due  to  the  stock  issue  you  contemplate  in 
November  of  1951?  Isn’t  that  so?  A.  What  was  the  high 
figure  you  said  they  went  up  to  ? 

Q.  $1.20  for  the  period  ending  October  31, 1951.  A.  Well, 
yes. 

Q.  Nineteen  and  a  half  to  be  exact.  A.  That’s 

382  right.  Call  it  $1.20. 

Q.  Just  where  in  Order  2796  does  the  Commission 
say  that  per-share  earnings  of  the  amount  shown  in  column 
6  of  Exhibit  11,  page  2,  are  inadequate?  A.  Just  where 
does  the  Commission  say  it? 

Q.  Where  does  it  show  that  in  the  order  or  state  that? 
A.  I  don’t  believe  the  order  states  it. 

Q.  But  you  have  used  the  order  as  a  basis  for  showing 
this  is  inadequate,  have  you  not?  A.  Well,  I  think  this: 
That  if  we  are  only  permitted  to  earn  $1.20  and  you  issue 
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more  stock  and  you  get  down  to  a  dollar  a  share  earnings, 
that  is  not  sufficient  margin  for  your  dividend  require¬ 
ments,  because  there  are  other  economic  factors  that  may 
come  into  this  picture  over  which  none  of  us  have  any  con¬ 
trol. 

Q.  Isn’t  is  a  fact  that  the  equity  earnings  criterion  set 
up  in  Order  2796  is  that — and  here  I  quote  from  page  37 
of  that  order:  “A  return  of  8  per  cent  on  the  common 
stock  equity  constitutes  a  liberal  return  that  is  commensu¬ 
rate  with  returns  on  investments  in  other  enterprises  hav¬ 
ing  corresponding  risks.  This  return  is  sufficient  to  assure 
confidence  in  the  financial  integrity  of  Pepco  and  will  at¬ 
tract  capital  for  the  future  public  needs.”  Is  that  not  the 
criterion  of  2796?  A.  That’s  what  the  Commission 

383  stated  in  Order  2796.  I  would  like  to  say  it  all  de¬ 
pends  upon  what  point  of  time  the  eight  per  cent  is 

earned.  If  you  earn  it  before  financing,  then  you  have  got 
a  dilution  factor  that  brings  you  down  to  practically  6.6  or 
6.5  per  cent. 

Q.  Now,  will  you  please  tell  me —  A.  But  if  it’s  eight 
per  cent  afterwards,  it’s  fine. 

Q.  Now,  Mr.  Dunn,  will  you  please  tell  me  what  would 
be  the  return  on  the  common  stock  equity  at  the  basic  slid¬ 
ing  scale  rate  for  the  last  two  years  shown  on  Exhibit  11, 
page  2?  That  is,  for  1950  and  1951?  A.  Will  you  read 
that  question? 

(The  reporter  read  the  question.) 

Q.  If  you  do  not  have  that  information —  A.  You  are 
taking  the  December  31,  1950  and  December  31,  1951? 

Q.  Eight.  Would  you  like  to  supply  it  for  the  record 
later,  Mr.  Dunn?  A.  Yes,  I  would  like  to  do  that. 

Q.  Very  good.  The  return  on  equity  would  be  obtained 
by  dividing  the  values  in  column  4  of  Exhibit  11,  page  2, 
by  the  common  stock  equity,  would  it  not  ?  A.  That ’s  right. 

Q.  Now,  will  you  turn  to  Exhibit  6,  page  3,  column 

384  4.  Now,  on  page  3,  column  4  of  that  Exhibit  6,  you 
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show  the  amount  of  equity  capital  at  your  proposed  rates, 
do  you  not?  A.  That’s  correct. 

Q.  The  amounts  there  shown  are  greater  than  those  that 
would  exist  at  the  basic  rate  since  your  requested  rates 
are  higher  than  those  of  the  basic  rate  and  would  therefore 
build  up  equity  faster?  Isn’t  that  so?  A.  That’s  right. 

Q.  So  that  if  you  were —  A.  But  the  buildup  is  rather 
small.  I  mean  you  ’re  talking  millions  here,  and  the  buildup 
is  only  a  few  hundred  thousand  dollars. 

Q.  So  that  if  you  were  to  divide  the  figures  in  column  4, 
page  2  of  Exhibit  11,  by  the  corresponding  figures  of  col¬ 
umn  4,  page  3  of  Exhibit  6,  you  would  obtain  a  return  on 
equity  that  would  understate  the  actual  return  on  equity 
at  the  basic  rate?  Isn’t  that  correct?  That  is,  understated 
slightly?  A.  Oh,  yes,  because  you  have  got  a  higher  figure 
you  are  dealing  with. 

Q.  With  reference  to  page  3  of  Exhibit  6,  the  first  12- 
month  period  reflecting  a  full  12  months  at  your  proposed 
rates  would  be  the  period  ending  September  30, 1951,  would 
it  not?  A.  It  would  have  been  had  the  rates  gone 
385  into  effect  September  20th. 

Q.  Well  your —  A.  The  exhibits  arc  based  on  these 
rates  going  into  effect  last  September  20th. 

Q.  Will  you  accept  subject  to  check  that  making  that 
kind  of  calculation  you  would  get  a  return  on  equity  of  9.3 
per  cent  for  the  12  months  ending  September  30,  1951,  9.26 
per  cent  for  the  12  months  ending  October  31,  1951,  7.86 
per  cent  for  the  period  ending  November  30,  1951,  and  7.84 
per  cent  for  the  year  ending  December  31, 1951?  A.  I  will 
accept  those  subject  to  check. 

Q.  The  drop  for  the  last  two  periods  is  due  to  the  equity 
financing  you  plan  in  November  of  1951?  Isn’t  that  so? 
A.  That  would  be  correct. 

Q.  And  the  financing  as  we  have  discussed  before  will 
leave  you  with  six  million  dollars  of  cash  beyond  the  need 
for  redeeming  your  notes?  A.  It  would  leave  us  six  mil¬ 
lion  dollars  of  cash  to  carry  us  through  our  construction 
program  for  1952,  provided  that  Unit  No.  3  is  not  started. 
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Q.  In  any  event,  the  returns  on  equity  I  have  asked  you 
to  accept  subject  to  check  all  understate  the  actual  rates 
of  return  on  equity  that  would  result  from  earnings 

386  at  the  basic  sliding  scale  rate?  That  is  correct,  isn’t 
it?  A.  This  column  here?  Those  rates  that  you — 

Q.  Yes.  A.  Xo,  I  think  it  would  be  an  overstatement, 
wouldn’t  it? 

Q.  Well,  did  we  divide  by  too  high  a  figure? 

Commissioner  Spencer:  Your  equity  capital  would  be 
the  denominator. 

The  Witness:  If  you  had  lower  earnings  you  wouldn’t 
reach  this  particular  equity  capital. 

Bv  Mr.  Kirbv : 

•>  +> 

Q.  It’s  the  question  of  the  earnings,  not  the  equity,  the 
equity  being  lower.  A.  Yes.  If  the  dollar  amount  of  equity 
is  lower,  then  you  would  get  higher  percentage  figures. 

Q.  So  that  the  figures  that  I  read  to  you  actually  under¬ 
state  the  actual  results  though  that  would  exist ?  A.  Well, — 
(nodding  affirmatively.) 

Q.  Now,  will  you  refer  to  page  2  of  Exhibit  11,  column  4. 
The  equity  earnings  there  shown  for  the  12  months  ending 
December  31,  1948  and  the  12  months  ending  December  31, 
1949 — that  is,  the  last  two  full  calendar  years  under  the 
revised  sliding  scale — $3,397,000  for  1948  and  $3,728,000 
for  1949 — are  these  the  retained  earnings  after  the 

387  appropriate  debit  and  credit  to  the  contingent  re¬ 
serve?  A.  That's  right.  That  is  the  retained  earnings. 

Q.  That  is  the  retained  earnings  after  the  operation  of 
the  sliding  scale?  A.  That’s  right. 

Q.  So  that  for  the  calendar  years  1948  and  1949  as  shown 
on  the  lines  labeled  “December  31,  194S”  and  “December 
31,  1949,”  your  interest  coverage  was  2.95  and  2.88,  re¬ 
spectively,  and  dividend  coverage  1.147  and  1.049,  respec¬ 
tively?  Is  that  correct?  A.  That’s  right. 

Q.  Mr.  Dunn,  these  dollars  needs  that  you  were  talking 
about  in  your  testimony  and  the  various  criteria  that  you 
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used,  are  these  intended  to  show  the  amount  Pepco  should 
earn  and  retain  after  the  operation  of  the  sliding  scale,  or 
are  these  the  amounts  that  could  be  considered  as  gross 
earnings  which,  if  they  exceeded  five  and  a  half  per  cent  on 
rate  base,  would  not  all  be  retained  but  a  portion  put  into 
the  contingent  reserve?  A.  In  working  up  these  exhibits 
we  did  not  reflect  the  operation  of  the  modified  sliding  scale 
plan. 

•  ##**••••  # 

390  Q.  On  this  relationship  between  capitalization  and 
plant  accounts,  I  want  to  refer  you  to  your  cross- 

examination  by  Mr.  Harrison  in  PUC  No.  3481,  Formal 
Case  379,  the  hearing  of  June  8, 1948,  page  158  of  the  tran¬ 
script,  where  the  following  is  found.  “Question  by  Mr. 
Harrison:  Mr.  Dunn,  should  the  capitalization  be  fairly 
comparable  to  a  depreciated  rate  base  where  no  adjustments 
for  acquisition  are  made?  Commissioner  Lauderdale:  May 
I  have  that  question?  Mr.  Harrison:  Aside  from  acquisi¬ 
tion  adjustments,  I  should  have  said.  The  Witness,  Mr. 
Dunn :  That  is  probably  correct,  with  the  addition  of  cash 
working  capital.”  Do  you  recall  that  testimony  of  yours? 
A.  I  have  a  slight  recollection  of  it. 

Q.  In  that  case,  too,  Pepco,  through  you,  was  urging  the 
need  of  adequate  dollar  earnings  so  as  to  be  able  to  finance 
a  large  construction  program.  Isn’t  that  so?  A.  That  is 
right. 

Q.  On  page  183  of  that  1948  case,  Chairman  Flana- 

391  gan  asked  Mr.  Hopkinson,  a  Pepco  witness,  “If  the 
plant  account  is  clean,  then  the  capitalization  does 

bear  a  close  relationship  to  the  plant  capital  invested  in  the 
plant.”  Mr.  Hopkinson  replied,  “Ordinarily  it  would,  plus 
the  allowance  for  working  capital.”  Do  you  recall  that 
testimony  ?  A.  I  think  so. 

Q.  Your  plant  account  is  clean,  is  it  not?  A.  Yes,  sir. 

Q.  Is  it  your  position  that  Pepco  should  be  able  to  sell 
stock  at  terms  which  will  not  injure  Pepco ’s  present  inves¬ 
tors  ?  A.  Absolutely. 
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Q.  In  the  194S  case  on  page  286  of  the  transcript  you  were 
asked  what  you  meant  by  terms  that  will  not  injure  present 
investors  and  you  replied,  “It  would  be  unfair  to  sell  new 
common  stock  at  something  below  par  value  or  something 
below  book  value. ”  Do  you  recall  that?  A.  That  is  right. 

Q.  Further,  on  page  286  of  that  record,  you  were  asked 
whether  it  -was  your  opinion  that  an  issue  of  stock  through 
rights  at  a  subscription  price  less  than  the  going  market 
price  would  injure  existing  stockholders.  You  said  it  would 
not  as  long  as  the  subscription  price  was  above  book  value. 
Do  you  recall  that  ?  A.  That  is  correct. 

392  Q.  What  is  the  present  book  value  of  your  common 
stock,  approximately?  A.  I  think  it  is  around  $12.25 

or  $12.50 — somewhere  in  that  neighborhood. 

Q.  At  the  time  of  the  announcement  of  your —  A.  I  can 
get  the  accurate  figure  in  just  a  moment — $12.30. 

Q.  At  the  time  of  the  announcement  of  your  1949  stock 
issue,  what  was  the  spread  between  the  subscription  price 
and  the  then  market  price?  A.  Well,  let’s  get  it  down  to 
the  point  of  time  there.  The  spread  at  the  time  the  sub¬ 
scription  price  was  made  was  very  small,  if  I  remember  cor¬ 
rectly. 

Q.  Do  you  know  what  it  was  at  the  time  of  the  announce¬ 
ment?  A.  Well,  you  announce  these  things  before  you  ar¬ 
rive  at  a  subscription  price  by  at  least  thirty  days  or  more. 

Q.  I  refer  to  the  announcement  of  the  subscription  price. 
A.  I  think  it  was  around — we  announced  the  subscription 
price  at  $12.50  and  I  think  the  market  was  probably  around 
13  or  13%  at  the  time,  I  believe.  It  had  been  higher  than 
that  prior  to  the  general  announcement. 

Q.  And  in  the  1950  stock  issue  what  was  the  spread 

393  there?  A.  I  don’t  recall  exactly  except  that  I  believe 
it  was  around  15%  or  16, 1  believe.  I  am  not  certain. 

If  you  have  the  market  data  there  I  would  be  glad  to  use  it. 

Q.  Well,  that  is  close  enough.  That  is  all  I  have,  Mr. 
Dunn. 
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Mr.  Sparks :  I  have  some  cross-examination,  Mr.  Chair¬ 
man.  It  has  been  considerably  reduced  as  a  result  of  the 
very  effective  cross-examination  of  Mr.  Harrison  and  Mr. 
Kirby. 

By  Mr.  Sparks : 

Q.  Mr.  Dunn,  referring  to  your  Exhibit  9,  page  2,  and, 
for  example,  to  Columns  3  and  4,  you  show  the  same  amount 
of  operating  revenues  both  before  and  after  financing,  do 
you  not  ?  A.  That  is  correct. 

Q.  And  that  is  true  also  of  the  other  column  in  the  ex¬ 
hibit?  A.  That  is  right. 

Q.  Now,  in  portraying  your  financial  situation  in  these 
respects,  you  have  included  your  proposed  new  capitali¬ 
zation,  haven’t  you?  A.  The  effects  of  the  new  capitaliza¬ 
tion,  yes,  sir. 

Q.  But  now  nowhere  in  that  exhibit,  particularly  begin¬ 
ning  with  operating  revenues,  have  you  reflected  any  addi¬ 
tional  revenues  from  the  expansion  of  your  business, 
394  have  you?  A.  Well,  it  isn’t  immediate. 

Q.  Well,  neither  is  your  capitalization  immediate, 
is  it?  A.  Oh,  yes. 

Q.  Well,  some  of  your  capitalization  is  November  1951 
as  proposed,  isn’t  it?  A.  That  is  right,  November  1951. 
But  we  want  to  realize  that  this  is  based  on  a  pro  forma 
statement.  This  Column  4  is  a  pro  forma  statement  using 
the  same  amount  of  revenue,  the  same  operating  expenses 
and  coming  out  to  these  figures. 

Q.  But  it  is  pro  forma  in  so  far  as  your  capitalization  is 
concerned.  A.  That  is  right. 

Q.  But  it  is  not  pro  forma  in  so  far  as  it  fails  to  reflect 
any  additional  revenues,  isn’t  that  correct,  for  the  later 
period  in  which  the  financing  is  effective.  A.  Well,  if  you 
want  to  go  down  there,  let’s  go  down  to  another  exhibit  and 
talk  about  it. 

Q.  All  right,  sir.  Well,  will  you  answer  my  question 
first,  Mr.  Dunn. 
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(The  reporter  read  the  pending  question.) 

A.  It  doesn’t  reflect  any  additional  revenues  for  the  in¬ 
vestment  of  money  that  is  obtained  from  that  financing. 

Q.  Mr.  Dunn,  Mr.  Kirby  asked  you  a  question  a 

395  while  ago  with  respect  to  the  basis  on  which  Moody 
had  reported  the  $1.09  available  for  the  common 

stock  for  the  year  ended  December  31,  1949.  A  That  is 
right,  he  asked  me  that  question. 

Q.  And  I  believe  you  stated  that  the  $1.09  which  Moody 
showed  was  after  the  adjustment  for  taxes  and  other  adjust¬ 
ments  that  were  made  in  1949.  A.  I  would  say  that  it  in¬ 
cluded  the  tax  credits  received  in  1949. 

Q.  Well,  now,  I  show  you  the  prospectus  for  the  thirty 
million  dollars  of  2%  percent  bonds  which  were  issued  in 
your  May  1950  financing  and  call  your  attention  to  the 
column  on  page  S  referring  to  net  income  which  shows,  does 
it  not,  $4,484,188.  A.  That  is  right. 

Q.  Nov7,  if  you  reduce  that  amount  by  the  $405,000  divi¬ 
dends  payable  on  the  preferred  stock,  the  figure  becomes 
about  $4,079,000,  does  it  not?  A.  That  is  right.  It  ought 
to  be  about  that  figure. 

Q.  Now,  if  you  relate  the  $4,079,000  to  the  number  of 
shares  outstanding,  what  will  that  show  per  share  of  com¬ 
mon  stock?  A.  It  would  show  about  $1.12  or  so.  It  may  be 
a  cent  either  wav. 

Q.  So  that  reflecting  the  full  effect  of  the  adjust- 

396  ments  which  you  spoke  about,  the  earnings  then  avail¬ 
able  for  common  stock  at  December  31,  1949  -would 

have  been  $1.12,  is  that  correct?  A.  Yes,  that  is  about 
right. 

Q.  As  shown  by  your  prospectus.  A.  That  is  right. 

Q.  With  reference  to  the  May  1950  financing,  Mr.  Dunn, 
when  did  you  come  to  the  conclusion  that  Pepco  required  0V2 
to  6V2  percent  return  on  total  capitalization?  A.  With  re¬ 
spect  to  the  1950  financing? 

Q.  To  the  time  of  the  May  1950  financing.  A.  Well,  I 
have  been  studying  this  return  situation  and  the  dollar 


161 


needs  of  this  company  for  a  good  many  years.  I  think  I 
have  been  rather  consistent  in  saying  that  we  should  have 
earnings  equal  to  o1^  to  ft1/*  percent  on  our  capitalization. 

Q.  Well,  how  long  before  the  May  1950  financing  did  you 
come  to  that  conclusion?  A.  Well,  I  can’t  tell  you  the  ex¬ 
act  time  when  I  came  to  that  conclusion. 

Q.  Was  it  before  or  after  May  1950?  A.  Oh,  before. 

Q.  Before?  A.  Sure. 

Q.  Well,  how  long  would  you  say?  A.  Well,  ever 

397  since  I  have  been  dealing  with  this  problem  of  earn¬ 
ings. 

Q.  Will  you  refer  now  to  Exhibit  8,  page  1,  please.  At 
the  end  of  the  test  period,  that  is  the  twelve  months  ending 
June  1951,  you  show  the  lower  limit  of  your  requirement, 
that  is  the  lower  limit  of  your  range  required,  of  about 
$8,500,000.  A.  That  is  about  right. 

Q.  And  that  return  is  stated  on  the  basis  of  capitaliza¬ 
tion  at  the  end  of  the  period.  A.  That  is  right. 

Q.  And  that  capitalization  is  $154,000,000  at  the  end  of 
the  period.  A.  Approximately  so. 

Q.  Now,  if  that  increase  in  capital,  Mr.  Dunn,  were  in¬ 
curred  at  the  end  of  the  period,  say  the  last  month  of  the 
period,  wouldn’t  your  range  drop,  your  minimum  range 
drop?  A.  If  it  was  incurred  at  the  end  of  the  period? 

Q.  Yes.  A.  No,  I  think  if  you  increase  your  capitaliza¬ 
tion  it  wouldn’t  drop. 

Q.  But  you  don’t  incur  any  obligation  with  respect  to 
that  new  capitalization  until  it  is  floated,  do  you — until  it 
is  issued?  A.  You  incur  the  obligation  immediately. 

Q.  Yes,  but  you  don’t  incur  the  obligation  for  the 

398  full  year  in  the  first  month  that  it  is  issued,  do  you? 
A.  No,  but  in  order  to  show  people  that  are  inter¬ 
ested  in  your  securities  you  have  to  set  up  a  pro  forma 
statement  showing  what  you  have  earned  and  how  it  could 
be  serviced. 

Q.  Well,  the  question  is,  Mr.  Dunn,  you  do  not  obligate 
Pepco  for  any  interest  on  the  capitalization  beyond  one- 
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twelfth  for  the  first  month  the  capitalization  is  in  existence, 
do  you?  A.  That  vrould  he  right. 

Q.  Now,  what  would  the  requirement  be,  Mr.  Dunn,  still 
referring  to  Exhibit  8,  if  you  stated  the  capitalization  not 
at  $154,000,000,  but  at  the  average  for  the  year,  which  I 
believe  is  about  $145,000,000?  A.  No,  it  couldn’t  be 
$145,000,000  average  for  a  year. 

Q.  On  Exhibit  6,  page  2,  you  show  June  30,  1951,  $154,- 
650,000  total  capitalization,  do  you  not?  A.  What  page  are 
you  referring  to  ? 

Q.  Page  2  of  Exhibit  6.  A.  June  30, 1951,  $154,650,000. 

Q.  Now,  if  you  average  the  period  ending  June  30,  the 
twelve  month  period  ending  June  30,  1951,  wouldn’t  it 
amount  to  about  $145,000,000?  A.  Oh,  I  assume  that  that 
would  be  close  to  the  average. 

399  Q.  Yes.  Now,  if  on  Exhibit  8  you  were  to  show 
the  minimum  of  your  range — that  is  page  1 — on  the 

basis  of  the  average  capitalization,  namely  $145,000,000, 
for  the  twelve  month  period  ending  June  30,  1951,  then 
wouldn’t  that  minimum  range  drop?  A.  It  would  drop,  but 
the  principle  involved  there — you  wouldn’t  use  that  kind 
of  mathematics. 

Q.  It  would  drop  about  half  a  million  dollars,  would  it 
not?  A.  Well,  I  suppose  it  would,  yes. 

Q.  Will  you  now  refer  to  page  2  of  Exhibit  5,  please,  and 
refer  to  the  top  line,  that  is  percent  of  total  capitalization. 
As  of  January  1949  the  figure  was  about  5.11  percent,  was 
it  not?  A.  That  would  be  about  correct. 

Q.  And  as  of  December  1949  the  figure  was  about  4.85 
percent,  is  that  correct?  A.  That  is  about  right. 

Q.  So  that  according  to  your  exhibit,  a  decline  is  evi¬ 
dent,  is  it  not — that  is  in  percent  of  earnings  to  total  cap¬ 
italization — of  5.11  percent  to  4.85  percent  at  the  end  of 
1949.  A.  That  is  right. 

Q.  It  was  in  May,  was  it  not,  that  the  company  issued 
thirty  million  dollars  of  2%  percent  bonds  and  over 

400  700,000  shares  of  common  stock.  A.  No,  sir. 

Q.  It  was  in  May  1950.  A.  That  is  correct. 
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Q.  Now,  the  answer  to  my  question  is  yes?  A.  That  is 
right. 

•  •#*#**•#• 

401  By  Mr.  Sparks: 

402  Q.  Will  you  refer  now  to  page  2  of  Exhibit  7,  please. 
Column  2  purports  to  show  the  growth  in  total  cap¬ 
italization  from  the  year  1946  through  December  31,  1951. 
A.  That  is  right. 

Q.  If  you  were  to  use  the  average  figure  which  we  men¬ 
tioned  a  while  ago  for  capitalization  for  the  test 

403  period  ended  June  30,  1951  of  $145,000,000,  what 
would  the  index  number  be  there  instead  of  177.9? 

A.  I  don ’t  know. 

Q.  Will  you  accept  my  figure,  subject  to  check,  that  it 
would  be  167.4?  A.  I  will  accept  it  as  the  mathematics,  but 
the  idea  of  averaging  this  is  not  correct. 

Q.  Using  the  same  average  figure  for  capitalization  of 
$145,000,000  instead  of  the  $154,000,000  at  the  end  of  the 
test  period,  and  referring  to  page  2  of  Exhibit  9,  under  Col¬ 
umn  2,  the  gross  income  percent  of  capital  would  be  4.5 
percent  instead  of  4.2,  would  it  not?  A.  I  assume  that  kind 
of  a  calculation  would  produce  that  result. 

Q.  Mr.  Dunn,  I  would  like  to  refer  you  to  the  annual  re¬ 
port  of  Potomac  Electric  Power  Company  to  the  Federal 
Power  Commission,  FPC  Form  1  for  the  year  1949,  page 
69.  That  page  shows,  does  it  not,  that  the  sales  of  elec¬ 
tric  energy  data  related  to  commercial  and  industrial 
amounted  to  $20,087,490  for  the  year  1949,  is  that  correct? 
A.  That  is  correct. 

Q.  It  also  shows,  does  it  not,  that  the  kilowatt  hour  sales 
related  to  those  dollars  was  1,278,027,192.  Now,  will  you 
relate  the  kilowatt  hour  figure  to  the  dollar  figure  and  com¬ 
pute  the  average  rate  per  kilowatt  hour  on  that 

404  basis,  please.  Will  you  accept  my  figure  that  the 
average  rate  shown  there  is  1.572?  A.  Subject  to 

check,  yes,  sir. 
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Q.  Now,  Mr.  Dunn,  I  believe  you  did  not  answer  with  re¬ 
spect  to  whether  that  page  shows  the  kilowatt  hours  of 
1,278,027,192.  A.  It  does. 

Q.  It  does  show  that,  does  it  not?  A.  Yes,  sir. 

Q.  Now,  I  show  you,  Mr.  Dunn,  a  sheet  marked  A2,  ■which 
was  furnished  to  us  as  one  of  your  work  sheets,  was  it  not? 
A.  Well,  we  furnished  so  many. 

Q.  Well,  are  you  sure  or  not?  A.  Yes,  this  is  a  work  sheet. 

Q.  Referring  to  the  last  column,  total  column  for  the 
period  ended  June  30,  1951,  test  period,  that  shows  a  total 
of  $23,428,500  revenues  forecasted  for  commercial  and  in¬ 
dustrial,  does  it  not?  A.  Subject  to  adding  those  figures  up, 
yes. 

Q.  Will  you  accept  that  subject  to  check?  A.  Yes. 

Q.  This  sheet,  A2,  also  shows  for  the  same  period,  does 
it  not,  the  kilowatt  hours  forecasted  of  1,609,427,000  for 
commercial  and  industrial.  A.  Subject  to  check,  I  will  ac¬ 
cept  that  figure. 

405  Q.  Now,  will  you  relate  the  1,609,472,000  kilowatt 
hours  which  we  have  seen  appear  on  sheet  A2  to  the 
forecasted  revenues  of  $23,428,500,  or  will  you  accept  my 
figure,  subject  to  check,  that  the  average  rate  shown  by  that 
computation  per  kilowatt  hour  is  1.456?  A.  1.456,  right. 
I  will  accept  that  subject  to  check. 

Q.  Now,  the  difference  bet-ween  the  1.456  mills  and  the 
1.572  mills  amounts  to  .116,  does  it  not?  A.  You  don’t  mean 
mills;  you  mean  cents. 

Q.  Cents.  A.  .116. 

Q.  That  is  one-and-sixteen-hundredths  mills,  is  that  cor¬ 
rect — the  difference?  A.  That  is  right. 

Q.  Now,  if  you  would  apply  the  .116  to  the  forecasted 
kilowatt  hour  sales  for  commercial  and  industrial,  as  we 
have  seen  on  sheet  A2  of  your  work  papers,  that  is  the  fig¬ 
ure  of  1,609,472,000,  what  figure  would  you  arrive  at  as  the 
increase  in  revenues?  A.  I  don’t  know. 

Q.  Well,  will  you  accept  my  figure,  subject  to  check,  of 
$1,866,987  ?  A.  Subject  to  check,  I  will  accept  that. 
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Q.  And  if  the  figure  is  not  correct,  you  will  report  back? 
A.  I  will  report  back. 

406  Q.  Mr.  Dunn,  the  figures  which  you  saw  at  page  18 
of  the  FPC  Form  1  and  which  we  read  for  the  year 
1949  relating  to  commercial  and  industrial  were  the  largest 
figures  of  all  of  your  classes  of  customers,  were  they  not? 
A.  You  don’t  mean  page  18, 1  am  sure. 

Q.  The  figures  were  on  page  69,  Mr.  Dunn,  of  the  1949 
FPC  Form  1  for  Pepco.  A.  Yes,  commercial  and  indus¬ 
trial  sales  are  the  largest. 

Q.  In  fact  so  far  as  revenues  go  they  are  twice  as  high 
as  the  next  highest  class,  isn’t  that  correct?  A.  That  is 
right,  which  is  residential. 

Q.  And  that  is  also  true  of  the  kilowatt  hour  sales,  is  it 
not?  I’m  sorry.  The  kilowatt  hour  sales  are  about  300 
percent  more,  are  they  not?  A.  Well,  put  it  the  other  way. 
The  residential  sales  are  about  *4  of  the  commercial  and 
industrial  sales. 


407  Q.  Mr.  Dunn,  I  understand  you  have  some  figures 
to  report  on  in  response  to  questions  that  were  asked 

this  morning.  A.  Yes,  sir.  You  asked  about  the  property 
and  plant  formerly  owned  by  Braddock  Light  and  Power 
Company.  As  of  January  1,  or  December  31  when  the  mer¬ 
ger  took  effect,  production  plant,  which  is  the  Potomac 
River  plant,  was  $21,783,330.  The  transmission  plant  was 
$3,384,418. 

Q.  That  is  all  transmission  of  Potomac  River  plant  as 
well  as  of  Braddock  aside  from  the  Potomac  River  plant? 
A.  That’s  all  the  transmission  plant  from  the  Potomac 
River  plant  into  the  District  of  Columbia  that  was  built  as 
of  that  date. 

The  distribution  plant,  which  is  the  distribution  system, 
that  small  distribution  system  over  there,  $352,271.  And 
the  general  plant  was  $21,763.  Or  a  total  of  $25,541,782. 
I  rounded  that  out.  There  may  be  a  dollar  difference 

408  there  in  rounding  it  out. 
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Q.  Now,  all  of  that  property  will  come  into  Pepco’s 
corporate  rate  base  as  of  December  31,  1950?  A.  That’s 
correct. 

Q.  Is  that  correct?  A.  Yes. 

Q.  And,  in  addition  to  that,  certain  construction  work  in 
progress  in  connection  with  the  Potomac  River  plant?  A. 
That’s  included  in  the  figures  I  gave  you. 

Q.  That’s  included  in  the  figures  up  to  December  31, 1950? 
A.  That’s  right. 

Q.  Have  you  got  the  figure —  A.  Wait  a  minute.  I  mean 

1949. 

Q.  1949?  A.  1949. 

Q.  Well,  now  then,  what  figure  are  wTe  to  add  to  that  to 
find  wdiat  of  the  same  character  of  property  will  be  fully 
in  Pepco’s  corporate  rate  base  as  of  December  31,  1950? 
A.  That  is  just  the  additions  that  have  been  since  that  time. 

Q.  Those  are  shown  in  your  rate  base  work  sheets?  A. 
They  are  included  in  the  rate  base  sheets,  yes. 

Now,  you  asked  me  concerning  Exhibit  No.  11,  page  1, 
directing  attention  to  the  year  ended  January  1951. 
409  Mr.  Await :  Will  you  wait  just  a  second,  Mr.  Dunn  ? 
The  Witness :  All  right. 

By  Mr.  Sparks: 

Q.  Go  ahead,  Mr.  Dunn.  A.  You  called  attention  to  the 
fact  that  the  proposed  required  earnings  for  common  stock 
after  reflecting  the  rates  drops  in  January.  I  wish  to  call 
attention  that  yesterday  we  corrected  the  underlying  data 
where  we  had  it  at  $4,732,000. 

Q.  That  is  for  December  1950?  A.  That  is  for  December 

1950.  That  should  have  been  $4,327,000.  So  if  you  just 
change  that  line  for  December  down  to  the  level  of  $4,- 
327,000,  it  will  then  go  in  steps  upward  rather  than  a  down- 
ward  step.  And  that  also  affects  page  1  of  Exhibit  No.  9. 

Q.  And  the  correction  there  would  bring  the  December 
1950  figure  down  to  just  a  little  below  four  and  a  half  mil¬ 
lion  dollars  in  the  top  chart  on  page  1?  Is  that  correct? 
A.  To  $4,327,000. 
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Q.  $4,327,000.  A.  That’s  right. 


415  Q.  What  is  the  par  value  of  Pepco’s  common  stock? 
A.  Ten  dollars 

416  Q.  The  90-cent  dividend  then  is  a  nine  per  cent  divi¬ 
dend?  Is  that  correct?  On  par  value?  A.  On  par 

value. 

•  •••••••*• 

421  By  Mr.  Leeman : 

Q.  What  according  to  your  estimates  would  be  the 
weighted  rate  base  of  the  company  for  the  same  year  ac¬ 
cording  to  the  Public  Utilities  Commission  formula?  A. 
The  weighted  rate  base  at  December  31,  1951  is  estimated 
to  be  $146,926,000. 

Q.  How  much  would  the  company  have  to  earn  to  obtain 
five  and  a  half  per  cent  on  that  rate  base?  A.  Five  and  a 
half  per  cent  on  that  rate  base  would  be  $8,081,000. 

Q.  Actually,  then,  aren’t  you  asking  for  rates  which  would 
give  the  company  approximately  $864,070  more  net  income 
than  the  five  and  a  half  per  cent  return  provided  for  by 
the  modified  sliding  scale  plan?  A.  That’s  correct.  Now, 
there  is  one  thing  I  would  like  to  say  to  that :  that  the  rate 
base  of  $146,000,000  at  that  date  will  not  be  close  to  the 
total  capitalization  of  the  company.  I  think  they  should 
be  somewhere  near  together. 

Q.  What  I  am  getting  at:  Your  counsel  stated  in  his 
opening  statement  that  this  hearing  didn’t  involve  any 
change  in  the  sliding  scale.  A.  That’s  right. 

422  Q.  Now,  without  the  rate  increase  you  estimate 
that  the  company’s  operating  revenues  in  1951  would 

be  $39,374,000,  do  you  not?  A.  That’s  right. 

Q.  That  is  Exhibit  10.  A.  That’s  right. 

Q.  $347,000.  A.  $39,347,000. 

Q.  How  much  operating  revenue  in  addition  to  that 
amount  would  the  company  need  to  produce  net  income  of 
$8,080,930,  or  five  and  a  half  per  cent  of  its  rate  base  ?  A. 


► 
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Just  a  minute.  It  would  be  roughly  something  in  excess 
of  two  million  dollars. 

Q.  I  had  figured  about  $2,240,000.  A.  That’s  about  right. 

Q.  Can  you  give  us  some  of  the  details  of  the  basis  for  the 
estimated  increases  in  operating  expenses  in  1950  and  1951 
as  compared  with  1949?  A.  Well,  of  course,  during  that 
period  of  1950  and  1949,  increases  in  business  would  in¬ 
crease  your  kilowatt  hour  sales,  increase  your  cost  per 
kilowatt  hour  production,  and  labor  increases  would  in¬ 
crease  it  too,  any  amounts  that  are  given  for  increase  in 
labor  rates.  And  generally  other  matters  of  that  type 
would  increase  the  operating  expenses  of  the  corn- 
423  pany. 

Commissioner  Spencer :  Do  the  1949  operating  ex¬ 
penses  include  Braddock? 

The  Witness:  No,  sir.  And  the  Braddock  operation 
coming  in  would  increase  the  operating  expenses  of  Pepco 
too  for  1950-51. 

By  Mr.  Leeman: 

Q.  A  large  percentage  of  that  increase  would  be  for  fa¬ 
cilities  to  serve  Maryland  and  Virginia,  would  it  not?  A. 
No,  sir.  It  would  be  to  sefve  the  District  of  Columbia  and 
Maryland. 

Chairman  Flanagan:  Would  another  cause  be  the  in¬ 
clusion  of  expense  of  operating  the  Potomac  station? 

The  Witness:  That’s  right.  That  is  what  I  was  think¬ 
ing  of — the  operation  of  the  Potomac  Biver  station.  That 
station  wTas  built  for  the  sole  purpose  of  energy,  electricity, 
for  the  District  of  Columbia  and  Maryland  customers.  The 
distribution  area  in  Virginia  hasn’t  grown  at  all.  It’s  been 
about  2,000  customers,  maybe  a  little  less  than  that,  for  a 
period  of  time. 

By  Mr.  Leeman: 

Q.  Chiefly  in  Maryland?  A.  No,  sir.  Chiefly  in  the  Dis¬ 
trict  of  Columbia.  And  Maryland.  The  whole  system. 
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That’s  what  it’s  for.  Source  of  power,  power  sup- 
424  ply,  for  our  entire  system. 

Q.  But  the  population  in  Maryland  in  the  metro¬ 
politan  area  is  increasing  rapidly,  and  the  need  for  service 
is  greatly  increased  in  the  Maryland  area?  A.  I  think  the 
population  for  the  District  of  Columbia  has  been  increasing 
too. 

Q.  Not  a  great  deal  according  to  the  last  census.  A.  I’m 
pretty  sure  it’s  increased. 

*  *  *  ••••••• 

Herbert  F.  G.  Main  was  recalled  as  a  witness  and,  having 
been  previously  duly  sworn,  was  examined  and  testified  fur¬ 
ther  as  follows : 

m  m  m  ****••• 

427  Cross  Examination 

•  •****#• 

432  By  Mr.  Kirby : 

Q.  Mr.  Main,  an  all-time  system  peak  load  of  518,000 
kilowatts  was  established  on  the  company’s  system  on  Au¬ 
gust  2,  1950,  was  it  not?  A.  I’m  not  sure  about  that  date 
or  the  amount.  My  impression  was  it  was  514,000  kilowatts 
and  that  it  was  in  June,  but  I  stand  subject  to  check 

433  on  that.  Somewhere  around  that  figure.  I  am  told 
that  it  is  518  and  that  was  in  August. 

Q.  And  it  was  August  2nd  as  I  stated?  A.  Yes. 

•  •••••••  *# 

Q.  Your  company’s  proposed  rate  schedules  will  have 
only  two  rate  zones,  an  urban  rate  zone  and  a  suburban 
rate  zone?  Is  that  correct?  A.  That’s  right. 

Q.  In  effect,  your  company  proposes  to  combine  for  rate 
treatment  purposes  the  present  residential  suburban  zone 
customers  with  the  present  residential  rural  zone  customers 
and  to  reclassify  certain  of  the  present  residential  subur¬ 
ban  zone  customers  as  urban  zone  customers?  Is  that  cor¬ 
rect?  A.  That’s  correct. 
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Q.  The  present  residential  rate  schedules  RS  and  RR, 
covering  the  present  suburban  and  rural  rate  zones, 
434  will  be  superseded  by  the  proposed  residential  sched¬ 
ule  RS?  Is  that  correct?  A.  That’s  correct. 

***•#••••• 

448  Q.  Mr.  Main,  fuel  costs  are  a  major  item  in  pro¬ 
duction  expense,  are  they  not  ?  A.  They  are. 

Q.  And  as  such  affect  the  cost  of  each  kilowatt  hour 

449  generated?  A.  That’s  correct. 

**••*•*•#• 

468  Q.  Does  your  cost  study  show  the  cost  of  serving 
the  customers  in  the  various  rate  schedule  classifica¬ 
tions  separately  in  the  District  of  Columbia,  Virginia  and 
Maryland  ?  A.  It  does  not. 

Q.  It  is  a  fact,  is  it  not,  on  Sheet  1  of  Exhibit  31  you  have 
grouped  under  low  voltage  customers  customers  who  have 
varying  use,  load  and  other  service  characteristics  which 
reflect  different  customer  groupings  or  rate  schedule  avail¬ 
ability  under  both  the  company’s  present  and  pro- 

469  posed  rate  structure.  A.  That  is  correct. 

**••*•••** 

470  Q.  Your  Exhibit  31  does  not  indicate  a  unit  kilowratt, 
kilowatt  hour  or  cost  per  customer,  so  that  rate  sched¬ 
ules  may  be  developed  to  reflect  the  cost  of  serving  residen¬ 
tial  customers  on  present  Schedules  A,  AR,  RS  and  RR, 

does  it?  A.  No,  and  it  wouldn’t  give  you  that  data  if 

471  it  did,  because  the  most  that  you  could  develop  out  of 
a  cost  study  of  this  type,  if  you  recapitulated  the 

various  items  that  make  up  the  three  components,  would 
give  you  dollars  or  unit  prices  for  a  group  of  customers  as 
a  whole.  It  wouldn’t  tell  you  what  the  customer  demand 
and  energy  relationships  were  for  different  sized  customers 
within  a  group  or  on  one  schedule. 

Q.  From  your  Exhibit  31  can  we  determine  what  the  cost 
of  service  to  a  residential,  small  commercial  or  large  com¬ 
mercial  low  voltage  customer  is?  A.  No,  you  cannot. 
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483  R.  Roy  Dunn  resumed  the  stand  and  testified  fur¬ 
ther  as  follows: 

484  Cross  Examination 

By  Mr.  Harrison: 

Q.  Mr.  Dunn,  in  explanation  of  Exhibit  No.  6,  I  believe 
you  referred,  as  shown  by  page  65  of  the  transcript,  to  the 
gap  between  the  rate  base  and  the  total  capitalization  at 
June  30,  1950,  and  in  December  31,  1951,  as  illustrated  on 
page  1  of  Exhibit  6.  A.  That’s  correct. 

Q.  This  gap  between  the  rate  base  and  the  capitalization 
is  considerably  less,  is  it  not,  on  April  30,  1949,  and  April 
30,  1950,  than  May  31,  1951?  A.  That  is  correct.  That  is 
because  of  the  fact  that  your  financing  followed  those  par¬ 
ticular  dates. 

Q.  And  that  was  financing  for  future  construction?  A. 
That’s  right. 

485  Q.  Where  does  the  earning  power  come  from,  in 
the  production  of  energy  or  mere  capitalization  be¬ 
fore  that  capitalization  is  put  into  property?  A.  The  earn¬ 
ings  come  from  your  rate  levels  and  the  use  of  the  pro¬ 
perty  that  is  serving  the  customers,  plus  the  property  that 
is  contemplated  you  can  put  in. 

Q.  The  rate  levels  are  predicated  upon  the  productive 
property  or  the  rate  base,  are  they  not?  A.  That 

486  is  the  way  it  is  done  here  in  this  jurisdiction,  yes. 

Q.  Under  this  theory  that  we  have  been  discussing, 
isn’t  it  true  that  the  excess  capitalization  over  the  rate 
base  is  to  a  substantial  extent  non-productive?  A.  It  is 
non-productive  because  of  the  lag  in  getting  the  money  in¬ 
vested  in  property  and  plant.  Of  course,  that  is  something 
that  should  be  recognized.  That  lag  is  the  thing  that  is 
causing  a  great  deal  of  difficulty. 

Q.  And  it  is  non-productive  until  that  capitalization  has 
been  invested  in  property?  A.  It  all  depends  on  what  you 
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call  non-productive.  For  the  year  1950  it  hasn’t  been  too 
productive  so  far,  but  under  present  rate  levels — 

Q.  In  view  of  your  previous  answer  that  in  this  jurisdic¬ 
tion  and  this  Commission  your  rate  level  is  governed  by  the 
rate  base,  isn’t  it  true  that  that  excess  capitalization  is  non¬ 
productive  until  it  is  invested  in  rate  base  property?  A. 
Yes,  but  what  I  am  trying  to  point  out  to  you  is  that  it  is  not 
excess  capitalization.  It  is  money  that  is  required  to  carry 
on  the  business.  You  can’t  carry  on  a  public  utility 
business  unless  you  can  finance  the  property  additions. 

Q.  But  when  you  finance  in  advance  of  construction  you 
do  have  an  amount  of  capitalization  which  is  not  then  pro¬ 
ducing  energy  and  not  producing  revenue  until  you 
487  actually  invest  it;  isn’t  that  correct?  A.  Well,  under 
the  present  method  of  rate  regulation,  yes. 

•  ••*•#•••* 

Q.  Suppose  you  need  $10,000,000.  Is  it  necessary  to  take 
down  all  the  $10,000,000  on  a  temporary  bank  loan  at 
4S8  one  time?  A.  Well,  that  all  depends  upon  what  type 
of  an  agreement  you  can  make  with  the  banks. 

Q.  Isn’t  it  customary  for  such  large  a  promise  as  that 
to  make  the  commitments  for  future  use  to  draw  down  as 
your  construction  requirements  call  for,  upon  the  payment 
of  a  small  commitment  fee?  A.  That  could  be  worked  out. 

Q.  It  could  be  done?  A.  That’s  right. 

Q.  And  that  commitment  fee  is  very  small,  isn’t  it?  A. 
Well,  it  varies  by  different  types  of  agreements. 

Q.  It  is  very  much  lower  than  the  cost  of  money  that  you 
borrow  outright,  isn’t  it?  A.  Well,  not  exactly,  because  of 
the  fact  that  you  are,  in  giving  a  line  of  credit,  especially 
by  New  York  banks,  where  we  have  to  go  for  a  large  part 
of  our  short  term  money,  they  insist  upon  a  10  percent  de¬ 
posit  when  you  are  not  borrowing  and  a  20  percent  deposit 
when  you  are,  so  you  are  only  getting  an  effective  borrow¬ 
ing  of  80  percent,  so  that  is  increasing  your  effective  rate. 

Q.  What  is  the  commitment  rate  you  pay  that  you  are 
going  to  take  down  in  the  future?  A.  Sometimes  about  an 
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eighth  of  one  percent  quarter.  Sometimes  one  eighth  of  one 
percent  for  six  months.  It  all  depends  on  how  you  can 
negotiate  such  a  thing  out. 

489  Q.  Whereas,  if  you  take  down  all  the  cash  at  once, 
what  do  you  have  to  pay?  A.  Nothing  except  in¬ 
terest. 

Q.  I  mean  what  is  the  interest  rate  that  you  have  to  pay? 
A.  It  all  depends  what  the  going  interest  rate  is  at  the  time 
you  borrow. 

Q.  Around  2  percent  or  better?  A.  That’s  right.  Two 
percent  or  higher. 

502  Q.  If  you  did  that  would  you  have  to  borrow  all 
the  rest  of  the  $10,000,000  in  June,  or  would  you  wait 
and  take  it  down  as  you  needed  it  as  you  progress  in  your 
construction?  A.  Take  it  down  under  that  proposal  as  we 
needed  it. 

•  ••*•••••* 

516  By  Mr.  Harrison : 

•  *•#***•** 

517  Q.  Now,  I  believe  you  stated  in  this  record  already, 
or  at  least  it  is  stated  somewhere,  that  the  May  1949 

issue  of  common  stock  was  priced  at  $12.50  per  share.  A. 
That’s  correct. 

Q.  That  means,  does  it  not,  that  the  stock  was  sold  in 
May  1949  at  a  yield  of  about  7.2  percent?  A.  Seven  point 
two  is  correct. 

Q.  And  the  1950  issue  was  $14.50?  A.  That’s 
correct. 

518  Q.  And  that  was  a  yield  of  about  6.2  percent?  A. 
That’s  right. 

Q.  It  is  a  fact  then,  is  it  not,  Mr.  Dunn,  that  the  1950 
common  stock  financing  was  sold  on  a  more  favorable  basis 
to  the  company  than  the  1949  common  stock  financing,  in 
spite  of  the  fact  that  on  a  pro  forma  basis  the  earnings 
available  for  common  in  1949  provided  14  cents  above  the 
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dividend,  while  the  earnings  available  for  common  after 
1950  issue  financing  was  3  cents  less  than  the  dividend  pay¬ 
out.  A.  Yes. 

**•#•*•••* 

520  Q.  Now,  Mr.  Dunn,  referring  back  to  page  2  of 
Exhibit  9,  the  SO  percent  payout  column  after  financ¬ 
ing  indicates  that  gross  income  of  $8,701,000  is  necessary 
to  achieve  this  financing,  does  it  not?  A.  That’s  right. 

Q.  And  isn’t  it  true  that  this  amount  of  $8,701,000  gross 
income  is  almost  identical  with  the  dollars  of  gross  income 
which  you  have  testified  is  necessary  to  support  the  security 
of  the  company?  A.  That’s  right. 

Q.  In  view  of  that  fact,  Mr.  Dunn,  is  it  your  opinion  then 
that  an  80  percent  payout  after  financing  is  necessary  to 
achieve  the  objective  of  maintaining  the  company  in  a  sound 
financial  position,  and  to  permit  it  to  attract  additional 
capital  as  needed?  A.  No.  Let’s  put  it  another  way.  It 
would  require  $1.30  earnings  on  the  present  number  of 
shares  in  order  to  produce  $1.12  after  the  sale  of  additional 
shares. 

Commissioner  Spencer:  That  is  a  mathematical  calcu¬ 
lation,  is  it  not? 

The  Witness:  That’s  a  mathematical  calculation. 

By  Mr.  Harrison: 

Q.  Are  the  $8,701,000  gross  income  requested  by  you  in 
order  to  produce  a  certain  dollar  earning  per  share?  A. 
No,  but  they  are  very  important.  That  is,  we  need 

521  $8,701,000  to  service  our  present  capital  structure 
and  to  attract  capital  on  reasonable  terms.  That  is 

what  we  need  that  for. 

Q.  And  an  80  percent  dividend  payout  would  produce 
that?  A.  That  is  a  mathematical  calculation.  The 
$8,701,000  would  result  in  about  $1.38  of  earnings.  That 
is  a  mathematical  calculation. 

Q.  Is  that  just  a  coincidence  that  may  never  happen 
again?  A.  That’s  right. 
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Q.  How  much  value  does  this  dividend  payout  method 
you  have  shown  constitute,  Mr.  Dunn?  A.  It  shows  the 
requirements  necessary  at  the  gross  income  level  to  reach 
certain  desired  results  as  to  earnings  per  share  of  common 
stock. 

Q.  Isn’t  the  whole  basis  of  your  case  here  to  reach  a 
desired  result?  A.  That’s  right. 

Q.  And  that  is  the  desired  result,  as  shown  by  your  page 
2  of  Exhibit  9,  which  puts  you  right  square  in  the  80  percent 
payout  in  order  to  get  that  amount  of  gross  income?  A. 
We  need  $8,701,000  to  support  our  present  capitalization 
and  to  attract  additional  capital.  It  so  happens  that  an 
80  percent  payout  just  happens  to  fit  that  particular 

522  $8,701,000. 

Q.  Is  that  the  only  support  you  have  for  your 
request?  A.  No.  We  have  a  lot  of  support  for  our  request. 
I  just  wanted  to  show  what  the  effects  of  dilution  are  when 
vou  issue  additional  shares  of  common  stock. 

Q.  You  will  notice,  Mr.  Dunn,  that  under  the  70  percent 
payout  column,  75  percent,  and  85  percent  payout  columns 
you  don ’t  find  those  amounts,  do  you ?  A.  No,  you  wouldn’t, 
but  the  demonstration  is  the  same. 

Q.  WTiat  I  am  trying  to  find  out,  Mr.  Dunn,  in  view  of 
your  answer  a  few  minutes  ago  that  you  didn’t  know  which 
percentage  payout  was  correct — what  I  am  trying  to  find 
out  is  what  percentage  payout  is  necessary  to  produce  the 
amount  of  gross  income  that  is  necessary  to  keep  the  com¬ 
pany  in  a  sound  financial  position  and  in  order  to  attract 
new  capital?  A.  Well,  the  percentage  payouts  vary  all 
over.  The  point  that  I  wanted  to  make  here  is  if  you  earn 
$1.38  before  you  finance  and  $1.12  after  you  finance,  then 
your  dividend  is  protected.  You  have  a  little  more  leeway. 
The  next  two  columns  would  be  the  answer  to  it. 

Q.  Doesn’t  that  boil  down,  Mr.  Dunn,  to  the  fact  that 
these  70  percent  or  75  and  85  percent  payouts  are  of  no 
importance  in  determining  the  amount  of  gross  income  you 
need?  It  is  just  a  coincidence,  I  understand  you  to 

523  say,  that  it  falls  there?  A.  That’s  right. 
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Q.  So  the  70,  75,  SO,  and  S5  has  no  significance, 
does  it?  A.  Oh,  yes,  it  has. 

Q.  It  has  significance  perchance,  or  it  is  a  coincidence 
that  it  falls  within  a  certain  percentage ;  is  that  right.  A. 
No.  I  want  yon  to  understand.  I  want  to  make  this  thing 
clear.  You  have  got  to  have  a  certain  amount  of  earnings 
per  share  on  common  stock  before  you  do  a  real  job  of 
financing  with  common  stock.  You  have  to  protect  the 
earnings.  In  order  to  set  up  earnings  here  per  share  of 
common  stock,  we  just  assumed  a  percentage  basis  just  to 
demonstrate  the  effect  of  the  dilution  when  you  issue  new 
shares  of  common  stock,  and  that  is  what  it  shows.  It 
shows  here  that  if  you  earn  $1.38  per  share,  under  the 
present  number  of  shares  you  are  going  back  to  $1.12,  and 
if  you  happen  to  earn  $1.47,  you  are  going  to  dilute  back 
to  $1.27. 

Q.  After  all,  isn’t  that  what  you  set  out  to  do,  to  show 
the  amounts  of  earnings  that  the  company  needs  in  order 
to  maintain  itself  in  a  sound  financial  position,  so  it  can 
attract  new  capital?  A.  That’s  my  whole  theme,  the  need 
for  the  money  to  finance  our  capital  structure  and  to 
attract  new  capital. 

Q.  And  you  are  going  to  use  two  methods  to  show 
524  it?  A.  I  use  two  tests  to  show  it,  yes. 

Q.  Which  one  is  the  right  test?  A.  They  both 
coincide,  practically. 

Q.  Both?  A.  Sure. 

Q.  They  do?  A.  Sure. 

Q.  Mr.  Dunn,  80  percent  payout  after  financing,  on  the 
basis  of  your  test  for  the  12  months  ending  June  30,  1951, 
would  require  earnings  of  $1.38  per  share,  would  they  not? 
A.  That’s  correct. 

Q.  And  the  90-cent  dividend  would  represent  a  payout  of 
approximately  65  percent,  would  it  not?  A.  That’s  right. 

Q.  That  is  before  financing?  A.  That  is  before  financ¬ 
ing. 
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Q.  Well,  now,  what  value  then  is  the  80  percent  payout 
column?  A.  The  80  percent  is  on  the  basis  of  after  financ¬ 
ing,  to  show  that  the  90  cents  is  protected  by  22  cents. 

Q.  Isn’t  that  pretty  liberal,  in  view  of  your  1950  financing 
experience?  A.  No,  sir. 

Commissioner  Spencer :  Mr.  Dunn,  with  respect  to  your 
last  answer  there,  you  say  that  it  is  protected  by  22 
cents  ? 

525  The  Witness :  The  dividend  is  protected  by  22  cents 
after  financing. 

Commissioner  Spencer:  In  the  prior  answer  to  me  you 
said  that  the  80  percent  payout  was  not  a  basic  factor  in 
your  determination  of  your  $8,701,000. 

The  Witness:  That’s  right. 

Commissioner  Spencer:  Is  the  22  cents  as  an  amount  a 
basic  factor? 

The  Witness :  The  22  cents  in  my  opinion  is  about  a  mini¬ 
mum  that  you  should  go  on,  after  diluting  your  earnings 
per  share  of  common  stock. 

Commissioner  Spencer:  Still  your  $8,701,000  or  your 
three  and  one-half  million  additional  demand  is  a  specific 
figure? 

The  Witness:  That’s  right. 

Commissioner  Spencer :  Will  you  give  me  the  contents  of 
the  components  of  that  specific  figure? 

The  Witness :  You  have  interest  on  your  bonds. 

Commissioner  Spencer :  In  dollars. 

The  Witness:  Just  a  minute.  At  the  present  time  we 
need  $2,332,000  for  bonds  and  note  interest;  $405,000  pre¬ 
ferred  stock  dividends.  The  addition  of  those  figures,  sub¬ 
tracted  from  eight  million  seven,  gives  what  I  think  is  re¬ 
quired  on  common  stock. 

Commissioner  Spencer:  That  still  doesn’t  give  you 

526  eight  million  seven,  does  it? 

The  Witness  :.  Yes. 

Commissioner  Spencer:  How  do  you  derive  your  eight 
million  seven,  by  subtraction?  Or  can  you  say  that  the 
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sum  of  those  two  figures,  plus  your  three  and  one-half 
million,  gives  you  eight  million  seven?  That  still  does  not 

derive  the  three  and  one-half  million. 

The  Witness :  Well,  take  the  number  of  shares  of  common 

stock  multiplied  by  $1.38,  and  you  get  that. 

Commissioner  Spencer :  Did  you  derive  it  in  that  manner . 
The  Witness :  We  considered  all  these  elements,  including 
what  is  required  to  earn  before  financing  on  our  present 
number  of  shares  of  stock,  and  it  all  totals  up  to  $8,(01,000. 

Commissioner  Spencer:  I  asked  you  before  if  your  three 
and  one-half  million  was  purely  a  judgment  figure  or  a 
derived  figure.  I  personally  have  not  been  able  to  ascer¬ 
tain  which  it  is  yet.  Is  it  a  judgment  figure  or  a  derived 


figure?  .  .  .  /» 

The  Witness:  Well,  it  is  a  derived  figure  on  the  basis  oi 

producing  $8,700,000  worth  of  gross  income. 

P  Commissioner  Spencer:  Then  is  your  $8,(00,000  worth  ot 
gross  income  a  judgment  figure  or  a  derived  figure? 

The  Witness :  That  is  a  judgment  figure. 


534  Q.  Mr.  Dunn,  I  want  to  go  hack  to  Exhibit  9  for 
a  moment,  back  to  page  2.  Now,  the  earnings  per 
share  shown  in  Columns  4,  6,  8  and  10,  that  is  under  the 
amount  after  financing,  includes  a  number  of  shares  which 
will  not  be  outstanding  at  the  end  of  June  30, 1951,  do  they 
not?  A.  That  will  be  the  number  of  shares  outstanding 


prior  to  December  31, 1951.  * 

Q.  Let  me  ask  you  this.  Will  there  be,  at  the  end  of 
June  30,  1951,  5,117,040  shares  outstanding?  A.  No,  there 


Q  OK  Nowt  the  earnings  per  share  in  these  columns 
after  financing  is  related  to  the  number  of  shares  shown 
of  5,117,040,  is  it  not?  A.  That  is  right. 

Q.  Nowt,  come  back  again  to  the  80  percent  payout 
column.  After  financing  you  show  there  earnings  per  share 
based  upon  those  shares  which  will  not  be  outstanding  at 
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that  time  of  $1.12,  is  that  correct?  A.  That  is  correct,  as 
of  June  30.  I  mean  taking  that  date. 

Q.  That  is  right.  A.  But  this  shows  the  financing  of 
common  stock  in  1951. 

Q.  And  that  is  the  earnings  at  that  time  in  June  30,  1951 
as  you  have  estimated  based  upon  5,117,040  shares  of 

535  stock.  A.  That  is  right. 

Q.  That  is  before  all  those  shares  actually  will  be 
issued.  Now,  $1.12  gives  you  a  cushion  of  22  cents  between 
the  dividend  payment  and  $1.12  earnings,  does  it  not?  .A. 
After  financing  it  gives  a  22  cent  dividend  cushion. 

Q.  Now,  if  you  compare  that  22  cents  to  5,117,040  shares 
it  is  right  substantial  an  amount,  isn’t  it?  A.  Well,  it’s  the 
difference  there  between  26  cents  a  share  on  the  old  number 
of  shares. 

Q.  It  would  be  over  one  million  dollars,  wouldn’t  it?  A. 
I  assume  so. 

Q.  If  after  financing  in  June  1951,  not  only  temporary 
financing  in  June  but  after  permanent  financing  in  Novem¬ 
ber  I  believe  you  said,  the  basic  number  of  shares  you  have 
shown  on  this  page,  even  if  the  company  should  pay  one 
dollar  dividend  after  financing,  you  would  still  have  a 
cushion  of  12  cents,  would  you  not?  A.  That  is  right. 

Q.  Will  you  please  turn  to  Exhibit  11,  Mr.  Dunn.  Com¬ 
menting  on  your  Exhibit  11  in  your  direct  testimony,  you 
expressed  an  opinion,  as  shown  by  page  84  of  the  trans¬ 
cript,  lines  12  to  15  inclusive,  that,  and  I  am  quoting  “The 
earnings  per  share  of  common  stock  produced  by  the 
amount  of  the  basic  return  does  not,  in  my  opinion,  provide 
a  sufficient  coverage  above  the  established  dividend  rate 
on  common  stock.”  Did  you  make  that  statement? 

536  A.  Yes,  sir. 

Q.  Exhibit  11  shows,  does  it  not,  that  for  the  test 
period  ending  June  30, 1951  the  earnings  per  share  of  com¬ 
mon  stock  would  amount  to  $1.18.  A.  On  what  basis? 

Q.  Under  the  PUC  basic  return  basis.  June  30,  1951. 
A.  That  is  right,  about  $1.18,  rounding  out  the  figures. 
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Q.  Now,  that  is  a  cushion  of  28  cents  above  the  dividend 
rate,  is  it  not?  A.  Yes,  sir. 

Q.  And  that  is  before  financing  too,  isn’t  it?  A.  That  is 
right. 

Q.  Now,  after  financing,  which  reflected  the  twelve- 
month  period  ending  November  30,  1951,  the  PUC  basic  re¬ 
turn,  as  shown  by  page  2  of  Exhibit  11,  would  provide  earn¬ 
ings  of  one  dollar  per  share,  would  it  not?  A.  That  is 
about  right. 

Q.  Your  Exhibit  5  shows  that  earnings  per  share  for 
the  twelve  months  ended  May  31,  1950  on  a  pro  forma 
basis  amounted  to  only  S7  cents.  A.  That  is  right. 

Q.  And  you  have  also  testified  that  the  1950  financing 
was  successful,  did  you  not?  A.  That  is  right. 

537  Q.  Now,  in  view  of  that  fact  and  in  view  of  the 
percent  of  the  prospective  earnings  of  one  dollar  per 

share  on  the  PUC  basis  shown  on  Sheet  2  of  Page  11,  after 
the  proposed  financing  in  November  1951  would  you  state 
without  reservation  that  common  stock  could  not  be  success¬ 
fully  sold  in  November  1951  with  earnings  at  the  level  of 
the  basic  rate  of  return  or  at  the  basic  return?  A.  I  would 
say  that  if  you  earned  one  dollar  after  that  you  are  not  as 
safe  as  when  you  earn  one  dollar  something  above  that. 

Q.  That  wasn’t  my  question.  I  asked  you  if  you  would 
make  a  statement  without  reservation  that  common  stock 
could  not  be  successfully  sold  in  1951  with  earnings  at  one 
dollar  after  financing.  A.  Well,  I  think  that  is  too  small  a 
margin. 

Q.  That  is  too  small  a  margin?  A.  That  is  right. 

Q.  What  was  the  margin  in  the  1950  issue,  Mr.  Dunn? 
A.  There  wasn’t  any  margin. 

Q.  A  little  in  the  hole  ?  A.  That  is  right. 

538  Q.  If  I  understand  you  correctly,  Mr.  Dunn,  you 
prepared  this  Page  2  of  Exhibit  11,  did  you?  A. 

That  is  right. 
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Q.  And  what  is  shown  is  the  PUC  basic  return  as  you 
have  developed  for  November  and  December  1951.  A.  $1.19 
for  October — 

Q.  I  asked  you  about  November  and  December.  A.  It 
would  be  an  even  dollar — just  twro  mills  above  it. 

Q.  On  the  safe  side  above  a  dollar.  A.  It  all  depends 
what  you  call  safe. 

Q.  Well,  it  is  not  under  one  dollar  is  it?  A.  No,  not 
under  one  dollar. 

Q.  Now,  with  that  cushion  of  ten  cents,  Mr.  Dunn,  do  you 
state  that  the  company  could  not  sell  stock,  common  stock, 
in  November  1951  with  earnings  at  the  Commission’s  basic 
return  of  one  dollar  per  share  after  financing?  A.  I  would 
not  say  we  cannot  do  anything  because  a  lot  of  things  are 
possible.  But  I  am  saying  you  will  have  better  confidence 
and  more  acceptance  if  you  have  higher  earnings. 

Q.  Then  if  you  have  higher  earnings  you  might  sell  it 
for  a  higher  price.  A.  Your  earnings  are  going  to  affect 
the  price  at  which  you  sell  it. 

Q.  Do  you  think  on  that  basis,  Mr.  Dunn,  that  in 
540  November  1951  then  you  can  sell  common  stock  above 
its  book  value?  A.  I  certainly  hope  so. 

Q.  Don’t  you  believe  that  you  could?  A.  I  don’t  know 
what  ’51  is  going  to  bring,  but  I  say  I  hope  it  will. 

Q.  Of  course  none  of  us  know.  But  what  did  1950  bring? 
You  sold  there  much  above  book  value,  didn’t  you?  A.  We 
sold  all  our  stock  above  book  value. 

Q.  And  yet  your  earnings  were  only  87  cents  per  share 
as  you  have  computed.  A.  Yes,  but  you  still  haven’t  got 
the  investor  confidence  to  the  point  that  the  dividend  is  pro¬ 
tected. 

Q.  Did  you  sell  all  the  shares  you  offered?  A.  Sure,  we 
sold  them  all  because  we  had  them  underwritten. 

Q.  How  many  did  the  underwriter  have  to  take?  A. 
About  30,000  shares. 

Q.  Out  of  what?  A.  710,700. 
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Q.  And  they  only  had  to  take  30,000  shares.  Do  you  know 
how  long  they  kept  the  30,000  shares?  A.  Not  very  long. 
Q.  Why?  A.  Because  they  had  places  to  sell  it. 

•  ••*•••••• 

541  Q.  Now,  Mr.  Dunn,  I  am  going  to  ask  you  ques¬ 
tions  which  will  require  you  to  go  back  to  both  Ex¬ 
hibits  5  and  6;  on  Page  4  of  Exhibit  5  where  you  show 
utility  operating  income  of  $8,945,000  for  the  twelve  months 
ended  December  31,  1951  and  Exhibit  6  where  you  show  a 
rate  base  of  $146,926.  A.  Just  a  second  please. 

Q.  That  is  on  Page  2  of  Exhibit  6  in  Column  8.  A. 
December  31,  1951. 

Q.  Yes.  I  wmnt  you  to  relate  that  operating  income  of 
$8,945,000  to  the  rate  base  shown  for  the  same  period  of 
$146,926,000  and  state  what  the  rate  of  return  is  indicated 
by  that  relationship.  A.  You  want  gross  income,  don’t 
you? 

Q.  I  think  I  may  have  used  the  wrong  figure  in  the  rate 
base — 146,926.  A.  $8,945,000  to  that. 

Q.  I  want  you  to  relate  those  two  and  state  what  the 
rate  return  is.  A.  It’s  about  5.3  percent,  approximately. 
Oh,  wait  a  minute.  My  mistake.  About  8.1  percent. 

542  Q.  Yes.  I  accept  that  as  being  correct,  Mr.  Dunn. 
Your  Exhibit  11  shows  the  Commission’s  basic  re¬ 
turn  for  the  same  period,  that  is  December  31,  1951,  to  be 
$8,081,000,  does  it  not?  A.  $8,OS1,000,  that  is  right. 

Q.  What,  then,  is  the  excess  over  the  basic  return  esti¬ 
mate  for  this  period  with  the  proposed  rates  in  effect?  A. 
$864,000. 

Q.  Yes.  Now,  under  the  modified  sliding  scale  plan,  Mr. 
Dunn,  one  half  of  this  amount,  that  is  one  half  of  $864,000, 
would  be  transferred  to  the  deferred  credit  account,  would 
it  not?  A.  I  assume  it  would  if  that  is  the  earnings  ex¬ 
perienced  in  ’51. 

Q.  I  say  taking  those  figures.  A.  That  is  right. 

Q.  Now,  that  would  reduce  net  operating  income  as 
shown  on  Page  4  of  Exhibit  5  from  $8,945,000  to  $8,513,000, 
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would  it  not  ?  A.  It  would  be  one  half  of  the  $864,000  sub¬ 
tracted  from  the  $8,945,000. 

Q.  And  then  the  amount  of  $6,028,000  shown  on  Page  4 
of  Exhibit  5  available  for  common  stock  would  also  be  re¬ 
duced  by  $432,000,  would  it  not?  A.  That  is  right. 

543  Q.  Thera  is  no  doubt  in  your  mind,  is  there,  based 
on  your  estimates,  that  the  operation  of  the  modified 

sliding  scale  plan  would  reduce  the  earnings  per  share  of 
common  stock  from  $1.18  then  to  $1.09.  A.  That  is  what  it 
would  do. 

Q.  The  80  cent  dividend  would  represent  about  an  82.5 
percent  payout  on  that  basis,  would  it  not?  A.  $1.09? 

Q.  Yes.  A.  That  is  about  right. 

Q.  Would  you  say  that  earnings  at  the  level  of  $1.09  after 
financing  would  be  sufficient  to  maintain  the  company  in 
a  sound  financial  position  and  enable  it  to  attract  capital? 
A.  Is  your  $1.09  after  financing? 

Q.  Yes.  A.  Well,  I  would  like  to  see  it  higher  than  that. 
Q.  I  didn’t  ask  you  how  much  higher  you  would  like  to 
see  it,  Mr.  Dunn.  Would  $1.09  earnings  per  share  after 
financing  be  sufficient  to  enable  the  company  to  sell  stock? 
A.  I  think  we  could  sell  it. 

Q.  Now,  so  earnings  of  $1.09  per  share  on  that  basis  is 
higher  than  the  earnings  per  share  after  financing  in  1949, 
isn’t  it?  I  think  that  is  shown  on  Page  3  of  Exhibit  5. 
Column  8  of  Page  3  of  Exhibit  5  shows  after  financ- 

544  ing,  May  1949  the  earnings  were  $1.04,  does  it  not? 
A.  May  1949,  $1.04,  that  is  right. 

Q.  And  $1.09  is  higher  than  the  earnings  per  share  before 
financing  in  1950,  is  it  not?  A.  That  is  right. 

By  Mr.  Kirby : 

Q.  Mr.  Dunn,  on  Exhibt  35,  Page  7,  in  replying  to  a  ques¬ 
tion  which  was  on  page  383  of  the  transcript,  you  stated 
that  the  basic  sliding  scale  rate,  that  is  5%  percent,  on  the 
weighted  rate  base,  you  estimate  that  you  would  earn  8.96 
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percent  on  equity  in  1950  and  8.01  percent  in  1951.  That  is 
correct,  is  it  not?  A.  Just  a  moment.  8.96  for  the  year 
1950  and  8.01  for  the  year  1951,  that  is  right. 

Q.  The  equity  capital  to  which  you  refer  is  the  capital¬ 
ization  figure,  that  is  that  is  equal  to  total  capitalization  less 
debt  and  preferred  stock,  is  that  so?  A.  It  is  equal  to  the 
equity  capital  portion  of  the  capital  structure. 

Q.  Now,  the  equity  capital  you  used  is  not  the  figure  you 
would  get  by  subtracting  debt  and  preferred  stock  from 
your  weighted  rate  base,  is  it?  A.  I  don’t  believe  so. 

545  Q.  Now,  you  estimate  that  the  capitalization  at 
the  end  of  1950  and  1951  would  be  in  excess  of  a 

weighted  rate  base  by  about  seven  million  for  1950  and 
fourteen  million  for  1951.  That  is  shown  on  Exhibit  6, 
Page  2  is  it  not?  A.  Well,  at  December  31,  ’50  the  difference 
would  be  the  difference  between  $137,445  and  $144,568. 

Q.  Roughly  seven  million.  A.  That  is  right.  The  dif¬ 
ference  at  December  31,  1951  would  be  $146,926  against 
$160,589. 

Q.  Roughly  fourteen  million  dollars.  A.  That  is  right. 

Q.  Now%  if  you  will  assume  this,  please — if  your  capital¬ 
ization  were  in  fact  equal  to  your  weighted  rate  base  as  of 
the  end  of  1950,  then  your  equity  capital  would  be  lower 
than  the  $53,293,000  you  used  in  deriving  the  8.96  percent, 
would  it  not?  A.  Well,  if  you  are  using  $146,926  as  the  con¬ 
stant  then  it  would  be  lower. 

Q.  It  would  be  about  seven  million  dollars  less  and  your 
return  on  equity  so  derived  w’ould  come  to  10.3  percent  for 
1950 — will  you  accept  that  subject  to  check?  A.  I  will 
accept  the  calculation,  but  I  think  that  is  absolutely  wrong. 

Q.  A  similar  calculation  for  1951  would  show  a 

546  yield  on  equity  of  10.1  percent.  Will  you  accept 
that  subject  to  check?  A.  Yes,  sir. 

Q.  Mr.  Dunn,  I  am  not  suggesting  to  you  at  this  time 
that  you  accept  the  method  of  computing  equity  capital  by 
subtracting  debt  and  preferred  stock  capital  from  the  rate 
base.  But  is  it  not  a  fact  that  the  8.96  percent  and  the 
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8.01  percent  returns  on  equity  for  1950  and  1951  res¬ 
pectively  fully  reflect  the  excess  of  capitalization  over  rate 
base  since  equity  is  related  to  capitalization  and  not  rate 
base?  That  is  so,  isn’t  it ?  A.  Well,  the  calculations  of  that 
percentage  was  made  on  the  total  equity  capital. 

Q.  So  the  answer  is  yes,  is  it  not?  A.  Yes. 

Q.  In  other  words,  if  5a/2  percent  on  a  weighted  rate  base 
for  1950  will  give  you  a  number  of  dollars,  whatever  per¬ 
centage  those  dollars  may  be  when  related  to  capitalization, 
these  dollars  are  sufficient  to  service  your  total  capitaliza¬ 
tion  by  providing  all  interest  on  debt,  all  preferred  stock 
dividends  and  8.96  percent  on  the  remainder  of  your  capit¬ 
alization.  That  is  so,  isn’t  it?  A.  For  1950.  Now,  let  me 
see  that. 

Q.  Well,  from  your  answer  to  my  previous  question,  Mr. 

Dunn,  doesn’t  it  follow  that  the  answer  here  also  is 
547  yes?  A.  I  just  wanted  to  be  sure  of  it. 

(The  reporter  read  the  pending  question.) 

A.  Subject  to  reviewing  that  question  again,  I  will 
answer  yes  in  order  to  get  going  along  here. 

Q.  Mr.  Dunn,  for  your  test  year  ending  June  30,  1951, 
the  amount  available  for  common  at  the  basic  sliding  scale 
rate  of  return  is  $5,016,000  as  shown  on  your  Exhibit  1, 
Page  2,  is  it  not?  A.  What  period  did  you  say? 

Q.  The  test  year  ending  June  30,  1951.  A.  $5,016,000, 
that  is  right. 

Q.  Equity  capital  as  of  the  same  date — that  is  equity  on 
a  capitalization  basis — is  approximately  $52,000,000,  is  it 
not?  A.  That  is  right. 

Q.  So  that  for  your  test  year  and  at  the  basic  rate  of 
return,  the  return  on  equity  will  be  approximately  9.5  per¬ 
cent.  Will  you  accept  that  figure?  A.  Yes,  sir. 

Q.  And  that  9.5  percent  is  directly  comparable  to  the 
8.96  percent  for  1950  and  8.01  percent  for  1951,  is  it  not? 
A.  No,  because  I  think  when  you  get  to  ’51  you  have  got 
more  equity  capital.  Isn’t  that  right? 
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Q.  Well,  this  is  the  rate  of  return  on  equity.  A. 
54S  That  is  right. 

Q.  So  that  the  three  percentages  I  have  given  you 
for  your  test  year  and  the  years  1950  and  1951  are  the  same 
kind  of  thing  and  are  comparable,  are  they  not?  A.  Yes, 
they  are  comparable.  There  is  no  question  about  that. 

Mr.  Kirby:  That  is  all  I  have. 

Mr.  Sparks :  I  have  a  couple  of  questions. 

By  Mr.  Sparks: 

Q.  Mr.  Dunn,  I  show  you  a  document  which  is  entitled 
“U.S.  Department  of  Commerce,  1950  Census  Population, 
Preliminary  Count,  Bureau  of  the  Census,  October  15, 
1950. ”  Have  I  correctly  described  that  document?  A.  Yes, 
sir. 

Q.  Let  me  call  your  attention  to  the  lower  part  of  that 
sheet.  It  shows,  does  it  not,  that  between  1940  and  1950 
according  to  the  figures  of  the  Census  Bureau,  the  popula¬ 
tion  of  the  District  of  Columbia  increased  20.3  percent.  A. 
That  is  right. 

Q.  This  document  also  shows,  does  it  not,  that  between 
1940  and  1950  the  population  of  Montgomery  County,  Mary¬ 
land  increased  95.1  percent.  A.  Right. 

Q.  It  also  shows  on  this  sheet,  does  it  not,  that  the  popu¬ 
lation  of  Prince  Georges  County,  Maryland  between 
549  1940  and  1950  increased  116.6  percent,  is  that 

correct?  A.  That  is  right. 

Q.  Now,  does  Pepco  serve  in  any  area  in  Maryland  out¬ 
side  of  Montgomery  County  and  Prince  Georges  County? 
A.  I  don’t  believe  so. 

Q.  This  document —  A.  We  don’t  serve  all  of  Mont¬ 
gomery  County,  by  the  way. 

Q.  You  do  serve  in  Montgomery  County  and  in  Prince 
Georges  County  and  in  no  other  counties  in  Maryland,  is 
that  correct?  A.  I  don’t  know  whether  there  is  one  down — 

Mr.  Reilly:  Indian  Head  is  in  Charles  County,  isn’t  it? 

The  Witness:  Isn’t  that  in  Charles  County? 


187 


By  Mr.  Sparks : 

Q.  It  is  in  Charles  County?  A.  That  is  right. 

Q.  This  document  we  have  been  referring  to  also  shows, 
does  it  not,  that  between  1940  and  1950  the  population  of 
Arlington  County,  Virginia  increased  136.7  percent.  A.  It 
did. 

Q.  Does  it  not?  A.  Right. 

•  ••*•••••# 

550  Q.  Mr.  Dunn,  you  stated  in  answer  to  questions  in 
regard  to  the  1950  census  figures  that  you  do  not 

serve  all  of  Montgomery  County,  is  that  correct?  A.  That 
is  correct. 

Q.  But  Pepco  does  serve  the  most  populous  part  of  Mont¬ 
gomery  County,  is  that  right?  A.  We  serve  the  contiguous 
area  to  the  District  of  Columbia. 

Q.  Is  that  the  most  populous  part  of  Montgomery 
County? 

Mr.  Reilly:  If  he  knows. 

The  Witness:  Well,  I  don’t  know.  You  have 

551  Frederick  and  Hagerstown  and  other  cities  up  north 
there. 

By  Mr.  Sparks: 

Q.  Your  answer  is  that  you  don’t  know?  A.  That  is 
right — whether  it  is  the  most  populous  part — that  is  right. 

Q.  Now,  Mr.  Dunn,  with  regard  to  Prince  Georges 
County,  does  Pepco  serve  the  most  populous  part  of  that 
county?  A.  I  would  think  so. 

Q.  You  mentioned  Frederick  a  moment  ago.  A. 
Frederick  is  in  Montgomery  County. 

Q.  Are  you  sure  about  that?  A.  It’s  just  over  the  line. 
I’m  sorry. 

Q.  Frederick  is  not  in  Montgomery  County  then.  Well, 
now,  ■would  that  affect  the  answer  you  gave  as  to  whether 
or  not  Pepco  serves  the  most  populous  part  of  Montgomery 
County,  Maryland?  A.  I  would  assume  that  they  did. 
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Q.  You  would  assume  Pepco  does.  A.  That  is  right. 

Q.  But  you  don’t  know. 

#***•*•••• 

554  James  H.  Ferry  resumed  the  stand  and  testified 
further  as  follows : 

Cross-Examination 

By  Mr.  Myse : 

Q.  Mr.  Ferry,  on  page  229  of  the  transcript  I  asked  you  a 
question  with  respect  to  scheduled  outages  during  the  sys¬ 
tem  peak,  that  is,  the  annual  system  peak.  As  I  understand 
it,  it  is  the  policy  of  the  company  either  to  plan  or  to 
schedule  normal  maintenance  work  for  periods  other  than 
the  peak  load  season,  is  that  correct?  A.  The  way  I  under¬ 
stood  the  question  you  say  it  is  not  the  policy — 

Q.  It  is  the  policy.  A.  It  is  the  policy  not  to 

555  schedule  outages  of  equipment  during  peak  load  ex¬ 
cept  in  emergency. 

Q.  Well,  an  emergency,  of  course,  would  not  be  a 
scheduled  outage  then.  A.  That  is  right. 

Q.  At  pages  242  and  243  of  the  transcript  I  asked  you  a 
question  in  connection  with  the  obtaining  of  energy  or 
capacity  from  the  Baltimore  Company  during  periods  of 
coal  strikes.  A.  Yes. 

Q.  And  as  I  understand  it,  during  the  strike  of  1946  the 
Baltimore  Company  did  send  you  about  53,000,000  kwh,  is 
that  correct?  A.  That  is  right. 

Q.  Now,  during  that  strike  of  1946  did  you  make  arrange¬ 
ments  with  the  Baltimore  Company  or  Pennsylvania  Water 
and  Power  Company  to  fill  up  the  Safe  Harbor  Pond  for 
any  emergency  that  might  arise?  A.  No,  sir. 

Q.  Did  they  so  fill  up  the  Safe  Harbor  Pond  as  far  as 
you  know?  A.  I  don’t  know.  We  have  no  relations  or 
dealings  directly  with  the  Water  Power  Company. 

Q.  By  that  you  mean  Pennsylvania  Water  and  Power? 
A.  Pennsylvania  Water  and  Power,  yes. 
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Q.  On  pages  247  and  248  of  the  transcript  I  asked 

556  you  a  question  in  connection  with  the  emergency 
service  to  Virginia  Electric  Power  Company  as 

shown  on  the  FPC  Form  1  for  the  year  1949.  As  I  under¬ 
stand  it,  the  21,000  kilowatts  that  is  shown  in  that  report 
did  occur  at  the  time  of  your  company’s  instantaneous  peak 
load  for  that  year.  A.  That  is  correct,  yes,  sir. 

Q.  At  page  254  of  the  transcript  I  asked  you,  in  connec¬ 
tion  with  Exhibit  No.  3,  whether  or  not  the  cost  trends 
showm  included  the  experience  of  Potomac  Electric  Power 
Company  or  others  and  as  I  understand  it  it  includes  the 
experience  of  others.  A.  Well,  the  figures  given  in  those 
trends,  as  I  replied,  are  based  mostly  on  costs  taken  from 
our  own  property  records.  There  are  other  sources  and 
they  included  Babcock  and  Wilcox  Company,  Bureau  of 
Labor  Statistics  and  certain  data  having  to  do  with  the 
Washington  Union  wage  rates. 

Q.  Now,  referring  to  Exhibit  No.  3,  can  you  tell  me 
generally  which  of  the  items  you  used  the  data  from  the 
other  sources?  A.  No,  I  could  not. 

Q.  In  that  same  connection  with  that  same  exhibit,  on 
page  255  of  the  transcript  I  asked  you  whether  or  not  you 
had  changed  the  weighting  for  any  of  the  years  other  than 
1939.  As  I  understand  it,  the  1939  weighting  was 

557  used  for  all  the  years  subsequent  to  1939.  A.  That 
is  right. 

Q.  Now,  on  page  256  I  asked  you  to  furnish  us  informa¬ 
tion  with  respect  to  the  breakdown  of  your  proposed  addi¬ 
tions  to  properties  by  geographical  locations.  Now,  as  I 
understand  it,  for  the  years  1950  to  1954  inclusive,  of  the 
total  of  $74,591,000  of  proposed  plant  additions,  $34,224,000 
is  proposed  for  the  District  of  Columbia,  is  that  correct? 
A.  That  is  right. 

Q.  $18,774,000  is  proposed  for  Maryland.  A.  Right. 

Q.  And  $21,593,000  is  proposed  for  Virginia.  A.  That  is 
right — on  the  basis  of  the  then  present  price  levels. 
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Q.  That  is  correct.  Now,  of  the  total  for  1951,  that  is 
$15,421,000,  $11,312,000  is  proposed  for  the  District  of 
Columbia.  A.  That  is  right. 

Q.  $4,064,000  for  Maryland.  A.  That  is  right. 

Q.  And  $45,000  for  Virginia.  A.  Eight. 

Q.  And  correspondingly,  of  the  $13,605,000  for  1950, 
$5,921,000  is  proposed  for  the  District  of  Columbia. 

558  A.  Right. 

Q.  $4,799,000  is  proposed  for  Maryland.  A.  Yes. 

Q.  And  $2,SS5,000  for  Virginia.  A.  Yes. 

Q.  Now,  of  the  $74,591,000,  that  is  the  total  for  the  years 
1950  to  1954,  as  I  understand  it,  $3,350,000  of  that  figure  is 
general  plant  which  you  propose  for  the  District  of 
Columbia,  is  that  correct?  A.  Did  you  say  $3,350,000? 

Q.  That  is  right.  A.  Yes. 

Q.  Now,  will  you  describe  generally  the  nature  of  that 
plant?  A.  Well,  it  would  include  first  office  buildings  and 
equipment,  probably  motor  transport  equipment,  tools  and 
things  generally  used  but  not  assigned  to  any  one  class  of 
business. 

Q.  However,  they  are  useful  for  both  Virginia  and  Mary¬ 
land  operations.  A.  That  is  right. 

Q.  Referring  to  your  general  plant  for  1951,  as  I  under¬ 
stand  it  you  propose  $1,400,000.  WTaat  is  the  nature  of 
that  item?  A.  I  couldn’t  tell  you  without  going  back 

559  to  the  budgets  and  see  wffiat  it  is.  I  don’t  know. 

Q.  Can  you  find  out  right  here  by  consulting  with 
your  associates?  A.  I  can  recall  one  item  in  there,  that 
I  think  is  in  there,  of  additions  to  our  service  building 
w’hich  w'ould  probably  be  in  the  neighborhood  of  half  a 
million  dollars  or  more. 

Q.  That  vrould  be  one  of  the  largest  items  in  that 
$1,400,000.  A.  I  think  so,  yes. 

Q.  That  service  building  is  a  building  to  house  what  kind 
of  equipment?  A.  Well,  it  houses  shops,  considerable  office 
space,  stores  of  construction  and  maintenance  materials, 
the  automotive  shops  and  automobile  storage.  I  think  that 
is  about  all. 
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Q.  Generally  speaking,  that  equipment  is  used  for  main¬ 
tenance  all  over  your  system.  A.  That  is  right. 

Q.  What  is  the  nature  of  the  $250,000  item  that  you  pro¬ 
pose  for  general  plant  in  the  District  of  Columbia  for  1950? 
A.  I  couldn’t  answer  that.  Apparently  that  includes  auto¬ 
motive  equipment  and  tools  and  office  equipment. 

Q.  Now,  of  the  $79,918,000  total  for  the  years  1950 

560  to  1954  inclusive,  as  I  understand  it,  $35,476,000  of 
that  item  you  propose  for  distribution  plant  in  the 

three  jurisdictions,  is  that  right?  A.  In  the  three  juris¬ 
dictions  you  said? 

Q.  Yes.  A.  Yes. 

Q.  And  that  is  broken  down  between  the  District  of 
Columbia  at  $17,799,000,  Maryland  at  $17,552,000  and  Vir¬ 
ginia  at  $125,000.  A.  Bight. 

Q.  Now,  the  distribution  plant  that  you  propose  for 
Maryland  and  Virginia  during  those  years  will  be  used  for 
service  in  those  areas,  will  it  not?  A.  Yes,  I  think  that  is 
right. 

Q.  And  likewise  the  distribution  plant  proposed  for  the 
District  of  Columbia  will  be  used  for  service  in  the  District 
of  Columbia.  A.  Yes. 

Q.  Now,  for  1950  you  propose  to  add  $7,422,000  of  distri¬ 
bution  plant.  A.  That  is  right. 

Q.  And  that  is  broken  down  between  the  jurisdictions  at 
$3,296,000  for  the  District,  $4,101,000  for  Maryland  and 
$25,000  for  Virginia.  A.  That  is  right. 

561  Q.  And  in  1951  the  comparable  figures  are 
$3,253,000  for  the  District  of  Columbia,  $3,762,000  for 

Maryland  and  $25,000  for  Virginia,  and  a  total  of  $7,040,000. 
A.  Right. 

Q.  Now,  of  the  $79,918,000  total  for  1950  to  1954,  you  pro¬ 
pose  to  add  $7,141,000  transmission  plant,  do  you  not?  A. 
That  is  right. 

Q.  And  that  is  broken  down  between  the  three  jurisdic¬ 
tions  as  $3,734,000  for  the  District,  $2,222,000  for  Maryland 
and  $2,185,000  for  Virginia.  A.  Right. 


Q.  Now,  some  of  that  transmission  plant,  as  I  recall  your 
testimony  at  an  earlier  hearing,  as  proposed  for  the  Dis¬ 
trict  of  Columbia  will  be  used  in  part  at  least  for  service 
in  Maryland,  is  that  correct?  A.  I  think  that  is  a  fair 
assumption.  I  don’t  know  whether  it  is  a  fact.  Undoubtedly 
it  is,  though. 

Q.  Now,  in  order  to  make  the  record  complete,  as  I 
understand  it  you  propose  in  1950  for  transmission  plant 
$1,254,000  for  the  District,  $698,000  for  Maryland  and 
$817,000  for  Virginia,  or  a  total  of  $2,769,000.  A.  That  is 
right. 

Q.  And  in  1951  you  propose  for  the  District  $1,059,000, 
for  Maryland  $302,000,  for  Virginia  $10,000,  or  a  total  of 
$1,371,000.  A.  Right. 

562  Q.  Now,  all  of  the  figures  I  have  mentioned  for  the 
years  1950  to  1954,  when  subtracted  from  the 

$79,918,000  leave  a  balance  of  $28,624,000  as  the  total  pro¬ 
duction  plant  for  those  years  that  you  propose.  A.  I  don’t 
think  I  follow  you,  Mr.  Myse,  on  those  figures. 

Q.  Well,  if  you  would  subtract  all  of  the  total  figures  that 
we  have  mentioned  for  transmission  plant,  distribution 
plant,  general  plant  and  deduct  it  from  $74,591,000  which  is 
the  total  at  present  price  levels,  you  show  for  the  years  1950 
to  1954,  you  would  have  left  a  difference  of  $28,624,000  as 
the  production  plant  you  propose  for  those  years.  A.  With¬ 
out  checking  them  all  I  will  assume  that  is  right. 

Q.  And  for  1950  the  total  production  plant  you  propose 
is  $3,164,000.  A.  Right. 

Q.  And  for  1951  it’s  $5,610,000.  A.  Right 

Q.  You  propose  no  production  for  Maryland,  do  you?  A. 
No. 

Q.  For  1951  the  breakdown  between  the  District  of 
Columbia  and  Virginia  of  production  plant  is 

563  $1,121,000  and  $2,043,000  respectively — that  is  1950. 
A.  1950? 

Q.  Yes.  A.  $1,121,000  and  $2,043,000. 

Q.  And  for  1951  you  propose  $5,600,000  for  the  District 
and  $10,000  for  Virginia.  A.  That  is  right. 
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Q.  Now,  on  pages  262  to  263  of  the  transcript  yon  were 
asked  some  questions  with  respect  to  your  contract  in¬ 
volving  the  Pennsylvania  Railway  and  during  the  interim 
your  counsel  furnished  us  with  a  document  which  is  entitled 
‘Supplemental  Agreement  Between  the  Pennsylvania  Rail¬ 
way  Company,  Consolidated  Gas,  Electric  Light  and  Power 
Company  of  Baltimore,  Pennsylvania  Water  and  Power 
Company,  Safe  Harbor  Water  Power  Company  and  Poto¬ 
mac  Electric  Power  Company  dated  August  15, 1934.”  Do 
you  have  a  copy  of  that  agreement?  A.  I  have  copies  of 
the  agreements,  yes.  I  wonder  if  you  are  speaking  of  the 
supplementary  railway  contract.  That  would  be  Septem¬ 
ber  2. 

Q.  You  do  have  a  copy  of  that  supplemental  agreement 
of  August  15, 1934  that  I  referred  to?  A.  That  is  right. 

Q.  Now,  throughout  that  agreement  the  Potomac  Electric 
Power  Company  is  referred  to  as  Washington  Company. 
A.  That  is  right. 

564  Q.  Would  you  refer  to  page  2  of  that  agreement, 
the  second  paragraph  thereof,  and  from  that  second 
paragraph  on  page  2  it  appears,  does  it  not,  that  the  pri¬ 
mary  purpose  of  this  supplemental  agreement  was  to  fur¬ 
nish  frequency  changer  equipment  in  order  to  improve  the 
voltage  regulation  and  other  advantages  and  benefits  and 
service  to  the  railway  company.  A.  That  is  right. 

Q.  Now,  from  that  same  page  it  also  appears  that  your 
company  was  willing  to  provide  the  necessary  equipment 
to  furnish  power  to  the  railway  company  at  Benning.  A. 
Right. 

Q.  In  the  District  of  Columbia.  A.  Right. 

Q.  And  you  were  also  willing  to  operate  and  maintain 
that  equipment  for  the  railway’s  use.  A.  Right. 

Q.  And  you  have  been  operating  and  maintaining  it  ever 
since,  have  you  not?  A.  That  is  right. 

Q.  Now,  under  Article  III- A  on  page  5  of  that  agreement 
it  provides,  does  it  not,  “That  the  Railway  Company  shall 
be  further  entitled  to  such  additonal  power  and  energy  as 
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Q.  Now,  some  of  that  transmission  plant,  as  I  recall  your 
testimony  at  an  earlier  hearing,  as  proposed  for  the  Dis¬ 
trict  of  Columbia  will  be  used  in  part  at  least  for  service 
in  Maryland,  is  that  correct?  A.  I  think  that  is  a  fair 
assumption.  I  don’t  know  whether  it  is  a  fact.  Undoubtedly 
it  is,  though. 

Q.  Now,  in  order  to  make  the  record  complete,  as  I 
understand  it  you  propose  in  1950  for  transmission  plant 
$1,254,000  for  the  District,  $698,000  for  Maryland  and 
$817,000  for  Virginia,  or  a  total  of  $2,769,000.  A.  That  is 
right. 

Q.  And  in  1951  you  propose  for  the  District  $1,059,000, 
for  Maryland  $302,000,  for  Virginia  $10,000,  or  a  total  of 
$1,371,000.  A.  Right. 

562  Q.  Now,  all  of  the  figures  I  have  mentioned  for  the 
years  1950  to  1954,  when  subtracted  from  the 

$79,918,000  leave  a  balance  of  $28,624,000  as  the  total  pro¬ 
duction  plant  for  those  years  that  you  propose.  A.  I  don’t 
think  I  follow  you,  Mr.  Myse,  on  those  figures. 

Q.  Well,  if  you  would  subtract  all  of  the  total  figures  that 
we  have  mentioned  for  transmission  plant,  distribution 
plant,  general  plant  and  deduct  it  from  $74,591,000  which  is 
the  total  at  present  price  levels,  you  show  for  the  years  1950 
to  1954,  you  would  have  left  a  difference  of  $28,624,000  as 
the  production  plant  you  propose  for  those  years.  A.  With¬ 
out  checking  them  all  I  will  assume  that  is  right. 

Q.  And  for  1950  the  total  production  plant  you  propose 
is  $3,164,000.  A.  Right. 

Q.  And  for  1951  it’s  $5,610,000.  A.  Right. 

Q.  You  propose  no  production  for  Maryland,  do  you?  A. 
No. 

Q.  For  1951  the  breakdown  between  the  District  of 
Columbia  and  Virginia  of  production  plant  is 

563  $1,121,000  and  $2,043,000  respectively — that  is  1950. 
A.  1950? 

Q.  Yes.  A.  $1,121,000  and  $2,043,000. 

Q.  And  for  1951  you  propose  $5,600,000  for  the  District 
and  $10,000  for  Virginia.  A.  That  is  right. 
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Q.  Now,  on  pages  262  to  263  of  the  transcript  yon  were 
asked  some  questions  with  respect  to  your  contract  in¬ 
volving  the  Pennsylvania  Railway  and  during  the  interim 
your  counsel  furnished  us  with  a  document  which  is  entitled 
‘Supplemental  Agreement  Between  the  Pennsylvania  Rail¬ 
way  Company,  Consolidated  Gas,  Electric  Light  and  Power 
Company  of  Baltimore,  Pennsylvania  Water  and  Power 
Company,  Safe  Harbor  Water  Power  Company  and  Poto¬ 
mac  Electric  Power  Company  dated  August  15, 1934.”  Do 
you  have  a  copy  of  that  agreement?  A.  I  have  copies  of 
the  agreements,  yes.  I  wonder  if  you  are  speaking  of  the 
supplementary  railway  contract.  That  would  be  Septem¬ 
ber  2. 

Q.  You  do  have  a  copy  of  that  supplemental  agreement 
of  August  15,  1934  that  I  referred  to  ?  A.  That  is  right. 

Q.  Now,  throughout  that  agreement  the  Potomac  Electric 
Power  Company  is  referred  to  as  Washington  Company. 
A.  That  is  right. 

564  Q.  Would  you  refer  to  page  2  of  that  agreement, 
the  second  paragraph  thereof,  and  from  that  second 
paragraph  on  page  2  it  appears,  does  it  not,  that  the  pri¬ 
mary  purpose  of  this  supplemental  agreement  was  to  fur¬ 
nish  frequency  changer  equipment  in  order  to  improve  the 
voltage  regulation  and  other  advantages  and  benefits  and 
service  to  the  railway  company.  A.  That  is  right. 

Q.  Now,  from  that  same  page  it  also  appears  that  your 
company  was  willing  to  provide  the  necessary  equipment 
to  furnish  power  to  the  railway  company  at  Benning.  A. 
Right. 

Q.  In  the  District  of  Columbia.  A.  Right. 

Q.  And  you  were  also  willing  to  operate  and  maintain 
that  equipment  for  the  railway’s  use.  A.  Right. 

Q.  And  you  have  been  operating  and  maintaining  it  ever 
since,  have  you  not?  A.  That  is  right. 

Q.  Now,  under  Article  III- A  on  page  5  of  that  agreement 
it  provides,  does  it  not,  “That  the  Railway  Company  shall 
be  further  entitled  to  such  additonal  power  and  energy  as 
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can  be  made  available  by  Washington  Company  from  its 
own  steam  generating  stations  at  request  of  Balti- 

565  more  Company  in  excess  of  Washington  Company’s 
system  load  to  the  extent  that  Baltimore  Company  is 

entitled  to  call  for  such  power  and  energy  under  Articles 
IV  and  V  of  the  Takoma  Agreement.”  It  so  provides,  does 
it  not?  A.  I  think  that  is  the  emergency. 

Q.  Well,  first  of  all  the  question  is  that  that  article  does 
so  provide  as  I  read  it.  A.  Yes. 

Q.  Now,  what  is  the  Takoma  Agreement?  A.  That  is 
the  1932  agreement,  which  I  think  you  have. 

Q.  That  is  the  agreement  between  your  company  and 
Consolidated?  A.  That  is  right. 

Q.  Consolidated  Gas,  Electric  Light  and  Power  Com¬ 
pany  of  Baltimore  which  we  referred  to  at  the  last  hearing. 
It  was  originally  an  interconnection  agreement  of  June  16, 
1932  as  amended  by  the  supplement  of  May  24,  1933  and 
supplemental  agreement  of  which  we  have  just  been  re¬ 
ferring  to,  is  that  correct?  A.  That  is  right. 

Q.  Now,  as  I  understand  this  supplemental  agreement  of 
August  15, 1934,  its  primary  purpose  is  to  provide  a  power 
supply  to  the  Railway  Company  and  it  has  a  secondary 
purpose  of  60  cycle  voltage  regulation,  and  those 

566  purposes,  by  the  way,  are  stated  on  page  6,  are  they 
not?  A.  I  don’t  think  that  is  all  of  it,  Mr.  Myse.  It 

was  primarily  to — 

Q.  Before  we  go  too  far,  will  you  look  at  page  6.  A.  Yes. 
Q.  Now,  that  states  the  primary  purpose  and  secondary 
purpose  as  I  have  just  stated  them,  does  it  not?  A.  I  don’t 
recall  exactly  how  it  states  it.  Perhaps  I  had  better  read 
it.  As  I  understand  that,  Mr.  Myse,  it  says  “In  addition 
to  its  primary  purpose  of  power  supply  to  Railway  Com¬ 
pany  and  secondary  purpose  of  60  cycle  voltage  regulation, 
which  is  also  for  the  Railway  Company,  the  frequency 
changer  equipment  at  Benning  may  be  used  for  trans¬ 
mitting  in  conjunction  with  the  Railway  Company’s  132  kv 
circuits  power  and  energy  to  or  from  the  Washington 
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Company’s  system  to  the  extent  of  spare  capacity  available 
over  such  circuits  in  excess  of  the  Railway  Company’s  own 
service  requirements.”  Now,  one  of  the  important  con¬ 
siderations  to  us  there  was  the  availability  of  the  132  kv 
circuits  by  which  we  can  bring  in  from  the  Baltimore  sys¬ 
tem  25,000  kva  of  capacity.  Another  advantage  to  us  was 
the  power  factor  control  that  we  are  able  to  get  out  of  the 
frequency  changer  because  we  can  operate  it  as  a  con¬ 
denser — and  another  consideration,  I  think  it  is  in  Section 
3,  that  there  was  to  be  furnished  by  the  Baltimore 

567  Company  and  the  Railway  Company  a  110,000  volt 
60  cycle  transmission  line  running  on  the  Railway 

Company’s  right  of  way  from  Westport,  I  believe,  to  the 
Benning  station  in  Washington  over  which  we  can  transmit 
or  receive  150,000  kilowatts. 

Q.  Well,  now,  was  that  line  built  that  you  just  referred 
to  ?  A.  It  was. 

Q.  Now,  both  the  contract  and  you  mention  the  fact  that 
you  can  transmit  energy  to  Baltimore  Company  via  this 
frequency  changer  and  this  transmission  line.  A.  That  is 
right. 

Q.  Have  you  so  transmitted  energy  from  time  to  time? 
A.  Well,  I  think  we  would  have  to  modify  the  answer  in  so 
far  as  it  applies  to  the  frequency  changer.  The  frequency 
changer,  if  I  recall  the  arrangement  correctly,  in  Baltimore 
it  goes  to — well,  it  goes  to  the  Pennsylvania  Water  and 
Power  Company’s  substation  where  they  also  feed  into  the 
Railway  Company.  There  wouldn’t  be  much  point  to  us 
transmitting  power  up  to  the  Water  Power  Company  and 
then  back  to  Baltimore.  But  over  the  110,000  volt  line  we 
can  transmit  power  directly  to  Baltimore  and  have  done 
it  and  they  can  and  have  transmitted  power  to  us.  Now, 
it  depends  on  whether  we  use  that  line  or  the  230,000  volt 
line  out  at  Takoma,  it  depends  on  the  economics  of 

568  the  situation  at  the  time  of  this  occurrence.  It  isn’t 
unusual  for  us  to  transmit  power  from  Benning  to 

Baltimore  over  the  110,000  volt  line  and  send  it  back  to 
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Takoma  over  the  230,000  volt  line,  which  relieves  ns  of  cer¬ 
tain  investments  which  would  otherwise  be  necessary  and 
relieves  ns  of  the  losses  that  would  occur  in  the  low  voltage 
transmission. 

Q.  Well,  the  fact  is  you  do  transmit  energy  to  Baltimore. 
A.  That  is  right,  as  a  general  interchange. 

Q.  As  I  understand  your  answer,  you  do  use  the  220  kv 
circuits  for  transmitting  energy  to  the  Baltimore  Company 
but  it  is  via  Safe  Harbor  Water  Power  and  Pennsylvania. 
A.  No,  no.  The  lines  goes  from  Takoma  Park  to  Elli- 
cott  City.  Then  it  divides  out  and  part  of  it  goes  to  Safe 
Harbor  and  part  of  it  goes  into  Baltimore. 

Q.  Westport  Substation?  A.  Westport,  I  guess. 

Q.  The  amounts  of  energy  that  you  transmit  to  Baltimore 
during  a  year  are  pretty  substantial.  A.  Some  years  they 
are  and  some  they  are  not. 

Q.  Well,  in  recent  years.  A.  I  wouldn’t  want  to  say  with¬ 
out  looking  at  the  record.  Much  of  that,  however,  is  trans¬ 
mitted  at  night  when  we  haven’t  any  load  on  our  plants 
to  speak  of. 

•  ••*•••••• 

569  Q.  Now,  at  the  last  session  we  mentioned  Virginia 

570  Electric  Power  Company  and  also  you  mentioned  it 
this  afternoon.  We  have  been  furnished,  Mr.  Ferry, 

with  an  agreement  between  the  Braddock  Light  and  Power 
Company  Incorporated,  Potomac  Electric  Power  Company 
and  Virginia  Public  Service  Company.  Now,  is  that  the 
agreement  under  which  service  is  furnished  to  Vepco  or 
Virginia  Electric  Power  Company?  A.  I  don’t  know  just 
what  agreement  that  is.  The  original  emergency  power 
agreement  was  with  the  Virginia  Public  Service  Company. 
I  think  that  is  right. 

Q.  Well,  the  answer  is  that  the  argeement  I  mentioned  is 
the  presently  effective  agreement.  A.  No,  because  the  Brad- 
dock  Light  and  Power  Company  does  not  exist  any  longer. 

Q.  Well,  may  we  be  furnished  -with  a  copy  of  the  pres¬ 
ently  effective  agreement  between  your  company  and  the 
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Virginia  Electric  Power  Company?  Your  counsel  advised 
me  that  the  agreement  I  have  referred  to  between  your 
company  and  the  Virginia  Public  Service  Company  is  the 
presently  effective  agreement.  Does  that  refresh  your  re¬ 
collection?  A.  Well,  I  will  yield  to  his  judgment  on  it,  I 
am  sure.  I  think,  though,  it  has  been  changed  in  some  small 
respects. 

Q.  By  letter  agreement?  A.  By  exchange  of  letters. 

Q.  What  are  the  nature  of  those  amendments? 
571  Do  you  have  any  idea?  A.  Come  to  think  of  it,  it 
might  have  been  a  separate  agreement.  But  we  had 
an  arrangement  whereby  we  would  furnish  4000  volts  in 
emergency  to  certain  parts  of  their  system  contiguous  to 
ours  and  that  part  has  been  washed  out. 

Q.  In  other  words,  that  amendment  is  no  longer  presently 
effective,  is  that  it  ?  A.  That  is  right 

Q.  So  that  the  document  I  have  in  my  hand  does  con¬ 
stitute  the  presently  effective  agreement.  A.  I  will  assume 
it  is.  I  might  use  the  expression  “subject  to  check.” 
**•••••••• 

575  Q.  Now,  will  you  refer  to  page  2  of  Exhibit  2.  You 
show  there  the  amounts  you  propose  as  additions  to 
the  electrical  plant  in  the  years  1950  to  1954,  which  were 
covered  somewhat  this  afternoon  in  the  breakdown  between 
the  jurisdictions,  do  you  not?  A-  Yes. 

Q.  Now,  the  largest  item  in  the  year  1950  as  shown  on 
Exhibit  2  is  $1,016,000  for  a  69  kv  line  to  Little  Falls,  is  it 
not?  A.  Right. 

Q.  Was  that  $1,016,000  included  in  the  $1,254,000  for  the 
year  1950  that  you  testified  to  as  the  breakdown  of  the 
transmission  plant  for  that  year?  A.  I  assume  so,  yes,  sir. 

Q.  And  as  I  recall  your  testimony  at  page  258  of  the 
record,  you  stated  that  that  line  would  be  used  for  serving 
loads  both  in  Maryland  and  the  District  of  Columbia.  A. 
That  is  right. 

Q.  Can  you  give  us  an  estimate,  rough  if  you  have  to,  as 
to  the  approximate  proportion  of  the  loads  in  Maryland 
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and  the  District  of  Columbia  which  would  be  served  by  that 
line?  A.  No,  I  don’t  think  I  could- 

576  Q.  Would  you  say  the  majority  of  the  load  would 
be  in  Maryland?  A.  No. 

Q.  Do  you  think  most  of  it  is  in  the  District  of  Columbia  ? 
A.  I  said  I  don’t  know.  A  very  large  component  of  the 
load  would  be  right  there — well,  it  would  be  in  Maryland, 
yes;  the  Army  Map  Service  and  the  Dalecarlia  Reservoir. 

Q.  Nowt,  the  next  largest  item  for  the  year  1950  involves 
69  kv  lines  to  Blue  Plains  and  Palmers  Corners,  does  it  not? 
A.  Yes. 

Q.  Now,  did  you  include  all  of  that  $784,000  in  the  break¬ 
down  of  $1,254,000  you  propose  for  1950  as  transmission 
plant  in  the  District  of  Columbia?  A.  I  would  think  we 
would  because  it  has  to  do  only  with  tying  in  the  Alexandria 
generating  station  with  the  Benning  station. 

Q.  Palmers  Corners  is  in  Maryland,  is  it  not?  A.  That 
is  right. 

Q.  Wouldn’t  that  line  aid  you  in  serving  your  load  in 
Maryland  around  Palmers  Corners?  A.  It  would. 

Commissioner  Spencer:  Mr.  Ferry,  Annex  B  of 

577  Exhibit  35  setting  up  in  dollars  the  estimated  dis¬ 
tribution  of  gross  additions,  those  dollars  are  sep¬ 
arated,  as  I  understand  it,  by  the  geographical  location  of 
the  physical  property  which  those  dollars  would  build. 

The  Witness:  Yes,  I  think  so. 

Commissioner  Spencer:  In  other  words,  if  a  portion  of 
the  line  is  in  the  District,  that  would  be  segregated  to  the 
District. 

The  Witness :  Yes. 

Commissioner  Spencer:  And  for  a  particular  line  in 
Maryland,  that  would  be  shown  as  dollars  in  Maryland. 

The  Witness:  Yes. 

Commissioner  Spencer:  All  right. 

By  Mr.  Myse : 

Q.  Nevertheless,  some  of  the  proportion  which  you  may 
have  assigned  to  the  District  of  Columbia  of  that  transmis- 


199 


sion  plant  might  be  constructed  for  purposes  of  serving  a 
load  in  Maryland  as  well  as  in  the  District  of  Columbia. 
A.  Well,  it  wasn’t  constructed  for  that  purpose,  but  it  is 
available  to  be  used  for  the  Naval  Powder  Factory,  possibly 
some  others.  I  don’t  recall.  But  the  line  was  down  there 
to  Palmers  Corners  or  thereabouts  from  Benning  running 
originally  to  the  Naval  Powder  Factory. 

Q.  I  wasn’t  confining  my  question  solely  to  the 

578  Palmers  Corners  line.  I  was  speaking  generally  of  ■ 
the  transmission  lines  the  Commissioner  was  speak¬ 
ing  about.  A.  Yes,  well — 

Q.  Under  those  circumstances,  even  though  you  may  have 
assigned  part  of  the  line  to  the  District  of  Columbia  and 
part  to  Maryland  or  Virginia,  the  part  assigned  to  the 
District  of  Columbia  might  and  very  frequently  would  be 
used  for  serving  loads  in  Maryland  as  well  as  Virginia.  A. 
Well,  it  certainly  might.  As  to  the  frequency  of  it  I 
wouldn’t  say. 

Q.  Now,  the  same  thing  would  be  true  of  your  production 
plant  that  you  propose  for  the  future  in  the  District  of 
Columbia  to  be  used  for  serving  loads  in  all  three  juris¬ 
dictions.  A.  Certainly,  yes,  sir. 

Q.  Now,  while  we  are  on  the  subject  of  production  plant, 
and  referring  again  to  the  subject  to  capacity  of  your 
plants,  I  show  you  a  copy  of  the  prospectus  of  your  com¬ 
pany  dated  May  9,  1950,  page  16,  and  it  there  states,  does 
it  not,  with  respect  to  your  generating  plants,  *  ‘The  capa¬ 
city  of  the  generating  plants,  assuming  all  units  available 
for  service  at  the  time  and  for  the  usual  duration  of  the 
system  peak  (which  normally  occurs  in  the  summer),  is 
200,000  kilowatts  for  the  Benning  Plant,  295,000  kilowatts 
for  the  Buzzard  Point  Plant  and  90,000  kilowatts  for 

579  the  Potomac  River  Plant.  A.  Right. 

Q.  Mr.  Ferry,  were  you  with  the  company  in  1933 1 
A.  Yes,  sir. 

Q.  That  was  the  date  of  the  merger  of  Capital  Transit 
Company,  was  it  not?  A.  Yes. 
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Q.  At  that  time,  at  the  time  of  the  merger,  Capital 
Transit  Company,  or  Capital  Traction  Company,  turned 
over  to  your  company  considerable  property,  generally 
speaking,  which  included  substation  equipment  and  sub¬ 
stations,  cable,  conduit  and  other  property  of  a  like  nature. 
A.  What  do  you  mean  by  turned  over  to  the  company? 

Q.  Well,  they  allowed  your  company  to  use  them.  A. 
Allowed  us  to  use  it  and  in  the  terms  of  the  contract  they 
rented  it  to  us  or  leased  it. 

Q.  And  that  rental  under  the  terms  of  the  contract  was 
free.  A.  That  is  right. 

Q.  That  also  included  the  use  of  the  former  generating 
plant  of  Capital  Traction  Company  at  the  foot  of  Wisconsin 
Avenue.  A.  It  permitted  the  use  of  it.  We  used  it  for  one 
month  until  wTe  could  cut  it  over  on  our  own  system  and 
then  shut  it  down. 

580  Q.  You  are  still  using  a  good  deal  of  that  property, 
are  you  not?  A.  Yes,  we  are. 

#••••••••• 

603  Herbert  F.  G-.  Main  resumed  the  stand  and  testified 
further  as  follows: 

Direct  Examination  (cont’d) 

By  Mr.  Reilly : 

Q.  Mr.  Main,  do  you  have  in  front  of  you  Pepco  Exhibit 
No.  35?  A.  Yes,  I  have. 

Q.  Will  you  turn  to  page  8,  please?  A.  Yes. 

Q.  That  page  purports  to  show — I  believe  that  you  are 
giving  answers  to  questions  by  Mr.  Kirby.  Do  you  adopt 
those  answers  as  your  testimony?  A.  I  do. 

Q.  Mr.  Main,  do  you  wish  to  make  any  changes  in  the 
testimony  or  exhibits  which  you  presented  on  August  22nd 
and  September  25th?  A.  Yes.  I  would  like  to  submit 
revisions  of  the  following  exhibits :  Page  20  of  Ex- 

604  hibit  15,  page  1  of  Exhibit  20,  page  1  of  Exhibit  30, 
pages  2  and  3  of  Exhibit  31,  and  Annex  C  of  Exhibit 

No.  32. 
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Mr.  Reilly:  If  the  Commission  please,  we  distributed 
copies  of  these  pages  to  the  parties  on  October  6th  and  have 
handed  to  the  reporter  and  to  the  parties  copies  again 
today,  and  ask  that  they  be  identified  as  set  forth  on  the 
upper  right-hand  corner  of  each  page. 

Chairman  Flanagan :  They  may  be  so  marked. 

(Page  20  of  Exhibit  15,  page  1  of  Exhibit  20,  page  1  of 
Exhibit  30,  pages  2  and  3  of  Exhibit  31,  and  Annex  C  of 
Exhibit  32  were  marked  for  identification.) 

By  Mr.  Reilly : 

Q.  Will  you  explain  the  nature  of  the  revisions  of  these 
exhibits?  A.  All  of  these  revisions  arise  from  a  change  in 
the  1949  demands  of  Capital  Transit  Company’s  600  volt 
direct  current  service.  The  393,220  kilowatt-months  shown 
in  note  2  on  original  Exhibit  No.  20  was  believed  to  be 
the  sum  of  the  60  minute  monthly  maximum  demands  at  the 
600  volt  direct  current  substations  and  were  treated  as  such 
in  the  computations  on  Exhibit  No.  20  and  in  the  establish¬ 
ment  of  the  rate.  These  demands  were  actually  de- 
605  mands  of  15  minute  intervals,  whereas  the  sums  of 
the  actual  60  minute  and  30  minute  demands  were 
328,656  kilowatts,  and  352,345  kilowatts,  respectively. 

Applying  the  proposed  High  Voltage  rates  to  the  352,345 
kilowatts  of  30  minute  demands,  as  shown  on  revised  Ex¬ 
hibit  No.  20,  the  total  cost  of  600  volt  direct  current  service 
to  the  Transit  Company  during  1949  would  have  been 
$1,637,000  instead  of  the  $1,759,000  developed  on  original 
Exhibit  No.  20.  To  produce  this  $1,637,000  of  revenue  in 
1949,  using  the  328,656  kilowatts  of  60  minute  demands, 
requires  the  demand  charge  of  $1.75  per  kilowatt  and  the 
conversion  charge  of  $1.15  per  kilowatt  shown  on  revised 
page  20  of  Exhibit  No.  15. 

The  application  of  the  revised  rates  to  the  Transit  Com¬ 
pany’s  1949  demands  and  consumption  produces  a  total 
revenue  of  $1,638,000,  as  shown  on  revised  Annex  C  of  Ex¬ 
hibit  No.  32.  The  annual  revenue  increase  based  upon  the 
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forecasted  600  volt  direct  current  sales  to  the  Transit  Com¬ 
pany  during  the  Test  Period  twelve  months  ended  June 
1951  is  estimated  to  be  $514,000  instead  of  the  $618,000 
shown  on  original  Exhibit  No.  30.  Revised  Exhibit  No.  30 
shows  revenue  increases  to  total  $3,379,000  instead  of  the 
$3,483,000  shown  on  original  Exhibit  No.  30. 

This  revision  affects  the  estimated  cost  of  service  based 
upon  revenue  at  the  filed  rates,  page  2  of  Exhibit  No.  31 
and  the  comparisons  of  revenues  shown  on  page  3  of 
606  the  same  exhibit. 

The  application  of  the  filed  rates,  including  the 
revision  I  have  just  spoken  of,  to  the  Transit  Company’s 
business  during  the  first  six  months  of  1950  would  produce 
a  revenue  of  $748,000  instead  of  the  $772,000  previously 
calculated.  This  revenue  reduction  reduces  the  total  rev¬ 
enue  from  all  classes  for  the  period  from  $19,970,000  to 
$19,946,000.  The  reduction  in  total  revenue  results  in  lower 
income  taxes  and  return,  the  taxes  being  $1,695,000  instead 
of  $1,704,000  and  the  return  $4,295,000  instead  of  $4,310,000. 

These  changes  in  income  taxes  and  return  affect  only  the 
Transit  Company,  as  shown  in  the  fourth  block  of  figures  on 
revised  page  2  of  Exhibit  No.  31,  except  that  the  percents  of 
total  on  line  22  change  slightly. 

These  revenue  and  total-cost  changes  are  carried  over  to 
the  comparisons  shown  on  revised  page  3  of  Exhibit  No.  31. 

616  Herbert  F.  G.  Main  resumed  the  stand  and  testified 
further  as  follows : 

Cross-Examination 

By  Mr.  Harrison: 

Q.  Mr.  Main,  your  revised  Exhibit  35  shows  a  distribu¬ 
tion  by  classes  of  service  of  the  total  increase  requested  by 
the  company,  does  it  not?  A.  That  is  right. 

Q.  In  your  direct  testimony  you  stated  the  studies  you 
had  made  indicated  that  major  changes  were  required  in  the 
rates  for  street  lighting  and  for  railway  services  to  make 
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them  more  equitable  with  other  customer  groups,  is  that 
correct?  A.  That  is  correct. 

Q.  As  I  understand  your  method  of  distributing  the  total 
increase  by  class  of  service,  you  determined  by  your  studies 
the  amounts  of  increase  for  street  lighting,  for  street  rail¬ 
way  and  for  Southern  Maryland  Cooperative  Inc.  and  de¬ 
ducted  these  amounts  from  the  total  increase  requested  to 
arrive  at  the  amount  to  be  applied  to  the  scheduled  services. 
A.  That  is  right. 

•  ••**#•••• 

645  Commissioner  Spencer :  As  I  understand  it,  in  an¬ 
swer  to  the  question  of  Mr.  Kirby,  you  gave  an 
amount  of  reduction  between  your  expected  LR  revenues 
and  the  present  revenues  of  these  customers,  and  the  rev¬ 
enues  of  these  customers  under  a  present  schedule. 

The  Witness :  Yes. 

Commissioner  Spencer :  Do  you  have  a  figure  which  will 
give  the  amount  of  reduction  of  your  850  SC  customers  and 
your  800  LC  customers  as  between  the  proposed  LR  Sched¬ 
ule  and  the  proposed  commercial  schedules? 

The  Witness :  The  customers  transferring  from  the  small 
commercial  schedule  to  the  proposed  LR  Schedule — that  is 
the  850 — would  be  reduced  some  $70,000  below  their  present 
revenue. 

658  Q.  At  page  132  of  the  transcript  you  stated,  and  I 
quote :  “When  changes  take  place  in  cost  items  other 
than  fuel,  consideration  must  also  be  given  to  revising  the 
different  rates  to  reflect  changes  in  the  customer  and  de¬ 
mand  expense.  In  other  words,  we  must  also  consider 
whether  the  rates  result  in  each  buyer  class  paying  his 
proper  share  of  the  company’s  total  revenue.” 

Then  Mr.  Reilly,  your  counsel,  asked  you  this  question : 
“Did  you  find  from  your  studies  that  major  changes  in  any 
of  the  rates  were  required  to  put  them  into  a  proper 
position?” 
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And  your  answer  was:  “Yes,  onr  studies  indicate  that 
major  changes  are  required  in  the  rates  for  street  lighting 
and  street  railway  service  to  make  them  more  equitable 
with  other  customer  groups.’ ’  Is  that  correct?  A.  That  is 
correct. 

Q.  By  this  statement  are  you  intending  to  say  that  in¬ 
creased  costs  since  the  last  rate  increase  granted  the  com¬ 
pany  are  responsible  for  the  very  substantial  increase  of 
5S.7  percent  and  57.8  percent,  respectively,  for  street  light¬ 
ing  and  street  railway  600  volt  service  ?  A.  No.  I  believe, 
if  I  recall  correctly,  that  the  company’s  witness  in 

659  the  last  rate  hearing  testified  to  the  effect  that  street 
lighting  rates  were  not  paying  their  equitable  share 

of  the  company’s  revenue  and  recommended  that  a  study 
be  made  to  correct  that  situation. 

Q.  In  other  words,  that  difference  is  not  attributable  to 
increased  cost  just  occurring  since  the  last  rate  hearing? 
A.  No,  sir. 

Q.  Your  proposal,  however,  would  attempt  to  correct  this 
lack  of  switches  that  has  been  existing  for  years  all  at  one 
fell  swoop,  wouldn’t  it?  A.  Yes. 

Q.  I  believe  you  stated  that  one  of  the  company’s  wit¬ 
nesses  mentioned  that  matter  in  the  1948  rate  case,  but  did 
the  company  at  that  time  propose  any  changes  in  the  in¬ 
creased  cost  of  service  to  Capital  Transit  Company  for  600 
volt  service  and  street  lighting  service?  A.  No.  I  just 
said  the  Commission’s  attention  was  called  to  the  fact  that 
the  street  lighting  service  was  not  considered  to  be — the 
revenue  from  that  service  was  not  considered  to  be  equi¬ 
table  with  the  other  revenues.  At  that  time  the  street  rail¬ 
way  service  was  considerably  higher  in  volume  than  it  is  at 
present.  Also,  that  case  was  an  increase  resulting  entirely 
from  the  cost  of  fuel,  and  the  street  railway  contract  had  a 
fuel  provision  in  it,  so  that  we  felt  that  no  increase  could  be 
recommended  to  the  Transit  Company,  at  least  based 

660  on  cost  of  fuel. 
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Q.  Mr.  Main,  referring  to  your  Exhibit  18,  you  stated  in 
your  direct  testimony  that  the  column  “Other  Power  Sup¬ 
ply  Costs”  consists  of  operation  and  maintenance  of 
switches  and  depreciation,  taxes,  and  return  on  property 
which  comprises  the  power  supply  system.  Can  you  state 
what  return  was  used  in  making  the  estimate  of  costs  for 
the  year  1951?  A.  If  my  memory  serves  me  correctly,  I 
think  I  calculated  that  for  someone,  and  it  came  out  6.08 
percent.  It  is  the  same  rate  of  return  that  the  return  on 
the  rate  base  presented  in  Mr.  Dunn’s  exhibit  pro- 

661  duces. 

Q.  And  that  was  6.1  percent,  I  believe,  wasn’t  it? 
A.  I  think  I  used  a  calculator  and  got  6.08. 

Q.  If  the  Commission  should  find  in  this  proceeding  that 
a  return  of  5 Vo  percent  is  the  proper  rate,  the  application 
of  this  percent  return  in  arriving  at  other  power  supply 
costs  would  result  in  some  reduction  in  the  amount  for  the 
year  1951  and  the  related  cents  per  kilowatt  hour,  would  it 
not?  A.  Yes. 

Q.  Such  a  change  would  correspondingly  affect  the  chart 
shown  on  Exhibit  17?  A.  Yes,  it  would. 

Q.  Will  you  state  what  the  general  effect  of  such  a  change 
would  have  upon  the  top  line  of  Exhibit  17,  “Total  Power 
Supply  Costs.”  A.  That  would  take  a  little  calculation, 
Mr.  Harrison.  I  can  give  it  to  you  after  lunch. 

Q.  Just  give  me  the  general  effect.  That  is  sufficient. 
A.  There  are  a  number  of  items  involved.  The  return  item, 
of  course,  would  change.  That  in  turn  would  change  both 
the  income  taxes  and  the  gross  receipts  taxes. 

Q.  What  would  it  do  for  the  total  power  supply  cost  line 
there?  Would  it  tend  to  lower  it?  A.  Oh,  yes,  it  would 
lower  it. 

662  Q.  It  would  tend  to  level  out  the  rise  shown  in  the 
line  from  the  year  1949  to  1951,  wouldn’t  it?  A.  Yes. 

Q.  In  other  words,  the  reduction  in  cents  per  kilowatt 
hour  for  fuel  and  interchange  would  tend  to  offset  the  in¬ 
crease  in  other  power  supply  costs,  indicating  that  the 
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trend  of  total  power  supply  costs  has  now  leveled  off, 
wouldn’t  it?  A.  That  would  be  the  tendency. 

Q.  Referring  to  your  Exhibit  19,  Mr.  Main,  you  show  the 
estimated  cost  of  furnishing  1949  street  lighting  and  traffic 
signal  service,  and  I  call  your  attention  particularly  to  the 
item  of  return  under  fixed  charges  in  the  amount  of 
$239,015.  Will  you  state  what  rate  of  return  was  used  in 
preparing  that  study?  A.  The  same  rate  of  return,  6.08 
percent. 

Q.  So  again,  if  the  Commission  should  find  the  52/>  per¬ 
cent  rate  to  be  proper,  the  cost  for  street  lighting  service 
would  likewise  be  reduced?  A.  Yes,  sir. 

Q.  Also  in  Exhibit  20,  where  you  show  the  estimated  cost 
of  furnishing  600  volt  direct  current  to  Capital  Transit 
Company,  what  rate  of  return  was  used  in  preparing  that 
study  ?  A.  The  6.08  percent  return  was  used  in  the  conver¬ 
sion  charge  estimate.  The  cost  at  high  voltage  in  this  ex¬ 
hibit  was  predicated  upon  the  application  of  the  proposed 
high  voltage  rates. 

663  Q.  And  of  course  they  were  figured  on  the  higher 
rate  of  return  that  you  just  mentioned?  A.  Yes,  sir. 

Q.  So  again,  if  the  Commission  should  find  o2/>  percent  to 
be  proper,  that  would  affect  these  costs?  A.  Stating  that 
another  way,  if  the  3^>  million  dollar  increase  was  reduced, 
yes,  those  amounts  would  also  be  reduced. 

Q.  Well,  if  5V2  percent  were  used,  it  would  reduce  that, 
wouldn’t  it?  A.  Yes,  unless  there  were  other  compensating 
factors  to  make  up  the  difference. 

Q.  But  you  are  not  able  to  state  those  at  this  time?  A. 
No. 

Q.  As  I  understand  the  cost  of  service  study  covered  by 
your  exhibit  31,  there  is  an  attempt  to  show  the  total  cost  of 
service  by  the  customer  class  reflected  on  page  1  of  that 
exhibit,  is  there  not?  A.  That’s  right. 

Q.  In  other  words,  the  working  paper  supporting  it  shows 
separately  the  demand,  energy  and  customer  cost  allocated 
by  class  of  service?  A.  That’s  right. 
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Q.  Will  you  state  the  type  of  costs  that  you  have 

664  allocated  to  the  various  classes  of  service,  and  by 
“costs”  I  mean  all  costs,  including  the  return,  on 

the  basis  of  the  kilowatt  hour  factor?  A.  May  I  have  that 
again,  please  ? 

(The  reporter  read  the  pending  question.) 

The  Witness:  I  don’t  get  the  significance  of  the  “kilo¬ 
watt  hour  factor”  part  of  it. 

Q.  The  type  of  costs  that  you  have  allocated  on  the  kilo¬ 
watt  hour  basis.  A.  I  see  what  you  mean.  That  is  a 
functional  item  which  we  term  energy  cost,  and  it  consists 
of  fuel,  interchange  power  costs,  production  maintenance, 
and  pro  rata  share  of  the  general  and  administrative  ex¬ 
pense  to  go  with  that  production  and  maintenance,  and  the 
gross  receipts  taxes  that  are  applicable  to  the  total. 

Q.  Well,  that  means  then  that  all  other  costs  have  been 
treated  either  as  demand  costs  or  customer  costs?  A.  They 
are  set  up  as  demand  costs  or  customer  costs,  that’s  right. 

Q.  Is  it  correct  to  state  that  the  costs  which  you  have 
classified  as  demand  costs  have  been  allocated  on  a  50  per¬ 
cent  demand  and  50  percent  energy  basis?  A.  Not  exactly. 
That  is,  the  sum  total  of  the  demand  costs  were  not  divided 
into  two  and  one  half  allocated  to  the  total  hour  basis  and 
the  other  half  on  a  demand  basis.  The  kilowatt  hours 

665  of  each  customer  group  wrere  divided  by  8760  hours, 
to  convert  it  to  an  average  demand,  and  that  average 

demand  was  averaged  wfith  the  class  peak  or  total  demand 
for  the  class,  and  that  vras  the  basis  on  which  the  alloca¬ 
tions  were  made.  It  is  not  quite  the  same  as  allocating  it 
50  percent  on  one  basis  and  50  percent  on  the  other.  It  is 
very  close  but  not  quite. 

Q.  Will  you  state  the  reasons  why  you  have  used  this 
basis  in  the  allocation  of  demand  costs  instead  of  an  alloca¬ 
tion  premised  upon  the  non-simultaneous  peak  factor?  A. 
Yes.  We  are  of  the  opinion  that  this  method  is  a  more 
equitable  method  of  allocating  so-called  demand  or  fixed 
costs,  and  we  used  it  in  the  case  of  the  interchange  agree- 
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factors  to  make  up  the  difference. 

Q.  But  you  are  not  able  to  state  those  at  this  time?  A. 
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Q.  As  I  understand  the  cost  of  service  study  covered  by 
your  exhibit  31,  there  is  an  attempt  to  show  the  total  cost  of 
service  by  the  customer  class  reflected  on  page  1  of  that 
exhibit,  is  there  not?  A.  That’s  right. 

Q.  In  other  words,  the  working  paper  supporting  it  shows 
separately  the  demand,  energy  and  customer  cost  allocated 
by  class  of  service?  A.  That’s  right. 
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Q.  Will  you  state  the  type  of  costs  that  you  have 

664  allocated  to  the  various  classes  of  service,  and  by 
“costs”  I  mean  all  costs,  including  the  return,  on 

the  basis  of  the  kilowatt  hour  factor?  A.  May  I  have  that 
again,  please? 

(The  reporter  read  the  pending  question.) 

The  Witness:  I  don’t  get  the  significance  of  the  “kilo¬ 
watt  hour  factor”  part  of  it. 

Q.  The  type  of  costs  that  you  have  allocated  on  the  kilo¬ 
watt  hour  basis.  A.  I  see  what  you  mean.  That  is  a 
functional  item  which  we  term  energy  cost,  and  it  consists 
of  fuel,  interchange  power  costs,  production  maintenance, 
and  pro  rata  share  of  the  general  and  administrative  ex¬ 
pense  to  go  with  that  production  and  maintenance,  and  the 
gross  receipts  taxes  that  are  applicable  to  the  total. 

Q.  Well,  that  means  then  that  all  other  costs  have  been 
treated  either  as  demand  costs  or  customer  costs?  A.  They 
are  set  up  as  demand  costs  or  customer  costs,  that’s  right. 

Q.  Is  it  correct  to  state  that  the  costs  which  you  have 
classified  as  demand  costs  have  been  allocated  on  a  50  per¬ 
cent  demand  and  50  percent  energy  basis?  A.  Not  exactly. 
That  is,  the  sum  total  of  the  demand  costs  were  not  divided 
into  two  and  one  half  allocated  to  the  total  hour  basis  and 
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665  of  each  customer  group  wTere  divided  by  8760  hours, 
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very  close  but  not  quite. 
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basis  in  the  allocation  of  demand  costs  instead  of  an  alloca¬ 
tion  premised  upon  the  non-simultaneous  peak  factor?  A. 
Yes.  We  are  of  the  opinion  that  this  method  is  a  more 
equitable  method  of  allocating  so-called  demand  or  fixed 
costs,  and  we  used  it  in  the  case  of  the  interchange  agree- 
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ment  between  our  former  subsidiary,  the  Braddock  Light  & 
Power  Company.  That  agreement  was  approved  by  this 
Commission,  Federal  Power  Commission,  the  Virginia 
Commission,  and  Maryland  Commission.  Therefore,  we 
were  consistent  in  this  case  and  used  the  same  method. 

Q.  Will  you  elaborate  somewhat  upon  your  reasons  for 
using  the  non-simultaneous  peak  demand  rather  than  the 
simultaneous  peak  demand,  which  I  believe  occurred  in 
June  27,  1950,  about  sometime  after  2  o’clock?  A.  We 
didn’t  use  the  non-simultaneous  peak  demand  as  a  method 
of  allocating. 

Q.  Well,  you  did  in  part,  did  you  not,  Mr.  Main? 
666  A.  Yes,  in  part.  You  mean  why  did  we  use  it  to  the 
extent  we  did  rather  than  the  coincident  peak? 

Q.  Yes.  A.  If  I  may,  it  will  take  a  little  background  to 
bring  that  out,  I  think.  This  question  of  demand  costs  or 
fixed  costs  is  one  of  the  elements  of  allocation  which  is 
subject  to  a  good  deal  of  controversial  opinion.  One  of  the 
earlier  concepts  was  to  allocate  such  costs  on  a  peak  re¬ 
sponsibility  basis;  that  is,  to  assess  each  customer  group 
in  proportion  to  its  contribution  to  the  system  peak.  The 
fallacy  of  that  method  can  be  very  readily  demonstrated 
by  considering  one  example.  For  instance,  if  you  have  a 
summer  peak  or  daytime  peak,  the  class  of  service  like 
street  lighting,  that  has  an  evening  load,  gets  no  assessment 
at  all  of  demand  costs. 

The  non-coincident  peak,  which  is  the  basis  of  assessing 
each  customer  in  proportion  to  his  maximum  demand,  re¬ 
gardless  of  the  time  of  year  or  time  of  day  that  it  occurs, 
also  has  a  defect  of  giving  the  benefit  of  diversity  to  high 
load  factor  customers.  I  mean  by  that  that  if  you  have 
customers  who  aggregate  so  many  kilowatts  of  peak,  re¬ 
gardless  of  the  time  that  they  occur,  if  this  all  occurred  at 
one  time  you  would  have  to  have  a  larger  plant  with  higher 
costs,  but  they  don’t. 

Q.  That  means  you  have  a  higher  system  peak?  A.  Yes. 
And  the  difference  between  those  is  what  we  call  diversity. 
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Now,  the  problem  is  to  distribute  among  the  various 

667  classes  of  customers  the  savings  resulting  from  that 
diversity.  Now,  100  percent  load  factor  customers, 

that  is,  a  customer  who  uses  bis  demand  twenty-four  hours 
a  day,  365  days  a  year,  obviously  cannot  have  any  diversity 
with  anyone.  He  creates  the  same  demand  on  the  system  at 
the  time  of  the  peak  as  be  does  at  the  other  time.  There¬ 
fore,  assessing  costs  on  a  basis  of  non-coincident  peaks 
gives  that  customer  a  benefit  of  diversity  to  which  he  is 
not  entitled. 

Those  are  the  two  extremes,  and  the  answer  lies  some¬ 
where  in  between.  If  each  class  of  business  had  a  100  per¬ 
cent  load  factor,  then  your  plant  would  only  need  to  be  about 
half  as  large  as  it  is,  and  also  it  would  be  entirely  proper 
then  to  assess  the  costs  on  the  basis  of  kilowatt  hours,  be¬ 
cause  each  and  every  kilowatt  hour  would  have  the  same 
value.  But  since  they  do  not,  and  the  100  percent  load  factor 
is  approximately  one-half  of  the  system  peak,  it  accom¬ 
plishes  almost  the  same  result  if  you  assess  approximately 
half  of  the  costs  on  the  basis  of  kilowatt  hours  and  the  other 
half  in  proportion  to  the  amount  by  which  the  customer 
group  peaks  exceed  their  average  peak,  and  that  is  on  a 
non-coincident  basis. 

I  would  like  to  add  this.:  that  this  demand  cost  allocation 
is  only  one  of  the  elements  that  have  to  be  allocated.  It  is 
something  that  doesn’t  lend  itself  to  precise  determination 
because  of  other  factors  that  are  almost  indeterminate. 
Take  fuel.  Fuel  costs  per  kilowatt  hour  is  different  for 
each  hour  of  the  day  and  each  day  in  the  year.  So 

668  even  if  it  was  possible  to  assess  your  demand  costs 
precisely,  you  couldn’t  possibly  assess  fuel  costs  pre¬ 
cisely,  so  you  aren’t  any  better  off  than  you  were  before. 
You  can’t  determine  for  each  customer  or  each  group  of 
customers  how  much  their  fuel  cost  is  for  a  period  of  time, 
when  the  cost  for  every  hour  during  that  period  is  different. 

To  illustrate  that:  During  the  nighttime,  for  instance, 
we  are  able  to  use  base  load  plants,  efficient  plants,  and  the 
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energy  cost  is  lower.  But  you  can’t  tell  the  customer  that 
he  will  have  a  different  rate  for  each  one  of  the  nighttime 
hours  over  the  rate  he  has  for  the  daytime  hours.  So  the 
most  you  can  hope  to  accomplish  in  one  of  these  cost  alloca¬ 
tions  is  to  get  somewhere  near  about  what  you  think  is 
about  right  for  each  customer  group. 

Q.  Very  interesting,  Mr.  Main.  Thank  you.  It  seems  to 
me  that  nobody  can  determine  the  actual  cost  to  a  customer. 
A.  Maybe  you  have  something  there. 

Q.  Now  coming  to  your  cost  study.  In  the  light  of  this 
eloquent  expression  of  how  cost  may  or  may  not  be  meas¬ 
ured,  I  will  ask  you  if  the  cost  study  that  is  presented  in 
this  case  for  class  of  service,  as  developed  by  you  in  your 
Exhibit  31,  can  be  used  to  justify  in  any  'way  the  demand 
and  energy  rates  for  the  various  classes  of  service  to  which 
you  have  previously  testified  and  set  forth  in  your  Ex¬ 
hibit  15.  A.  No,  sir. 

669  Q.  Can  the  cost  of  service  study  made,  shown  on 
Exhibit  31,  be  used  to  support  the  conversion  charge 
which  you  propose  on  page  20  of  Exhibit  15,  as  revised,  for 
the  600  volt  direct  current  service  supplied  the  Capital 
Transit  Company?  A.  The  cost  study  would  give  a  fair 
indication  of  about  the  magnitude  of  those  charges  for  600 
volt  direct  current  service  and  conversion  cost. 

Q.  Can  your  cost  study  he  used  to  support  the  service 
charges  for  street  lighting  service  which  you  propose  on 
pages  18  and  19  of  Exhibit  15?  A.  Yes,  sir.  That  is  more 
susceptible  of  correct  answer  than  any  of  the  others,  because 
those  service  charges  do  not  reflect  any  amount  of  alloca¬ 
tion  of  these  jointly  used  facilities.  The  street  lighting 
service  charges  are  recorded  in  separate  accounts  on  the 
company’s  books.  The  only  allocations  that  are  made  are 
pro  rata  portions  of  engineering,  superintendence,  and  ad¬ 
ministration  and  general  expenses  and  that  sort  of  thing. 
There  is  no  question  of  demand  costs  or  any  of  that  sort  of 
item  which  could  in  any  way  be  controversial.  To  that  ex¬ 
tent,  the  street  lighting  service  costs  can  be  more  readily 
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justified  from  cost  studies  than  any  others  which  you  men¬ 
tioned. 

Q.  If  I  have  correctly  understood  your  answer,  then,  it  is 
that  your  cost  study  is  support  for  the  proposed  in- 

670  crease  to  Capital  Transit  Company  for  the  600  volt 
direct  current  and  the  street  lighting,  but  it  is  not 

support  for  the  metered  service?  A.  No,  I  didn’t  say  that 
the  cost  study  would  support  precisely  the  600  volt  direct 
current  service  to  the  Transit  Company.  The  energy  cost 
or  electricity  cost  for  street  lighting  it  does  support. 

Q.  Just  the  conversion  cost?  A.  The  conversion  cost  to 
some  extent,  and  to  a  greater  extent  the  service  cost  of 
street  lighting.  /* 

Q.  I  believe  in  one  of  your  revised  exhibits  you  changed 
the  conversion  cost  of  that  600  volt  current,  did  you  not? 
Perhaps  I  am  wrong.  I  was  stating  that  from  my  recollec¬ 
tion,  but  I  noticed  you  had  changed  the  conversion  cost  from 
about  92  cents  to  about  $1.10  or  $1.15  in  one  of  your  revised 
exhibits.  A.  We  changed  the  rate,  not  the  cost. 

Q.  The  rate?  A.  Yes,  because  the  dollars  of  cost  re¬ 
mained  the  same,  but  they  were  being  divided  by  a  different 
number  of  kilowatts  to  get  a  rating. 

Q.  It  is  your  rate  that  you  changed?  A.  Yes,  sir. 

Q.  Is  that  due  to  this  cost  study  or  not?  A. 

671  No,  sir. 

Q.  Then  could  this  be  a  summation  of  what  you 
have  stated:  that  except  for  the  conversion  cost  for  the 
r  600  volt  current  and  the  street  lighting  service,  the  cost 
study  cannot  be  used  as  direct  support  for  the  schedules 
you  have  proposed?  A.  That’s  correct. 

Q.  If  that  be  true,  then  this  cost  study,  Exhibit  31,  must 
be  confined  to  a  percentage  comparison  of  overall  revenue 
►  by  classes  of  service  set  forth  in  that  study?  A.  Yes,  and  to 
whatever  the  extent  you  consider  the  cost  study  as  accurate, 
as  I  have  tried  to  point  out,  any  cost  study  is  merely  a 
guide.  It  is  not  a  precise  determination  of  the  cost  of 
furnishing  anybody  service.  It  is  only  a  guide.  And  to  that 
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extent  the  cost  study  does  indicate  the  proportionate 
amount  of  the  total  revenue  that  each  group  of  customers 
ought  to  pay. 

Q.  The  present  rate  schedules  and  the  proposed  sched¬ 
ules  in  Exhibit  15  do  not  contain  a  schedule  for  off-peak 
service,  do  they?  A.  No,  sir. 

Q.  The  company  did  have  an  off-peak  rate  a  few  years 
ago,  didn’t  it?  A.  Yes. 

Q.  Isn’t  it  generally  a  fact  that  an  off-peak  rate  schedule 
covers  only  a  very  small  amount  of  demand  costs?  A.  Yes, 
I  think  that  is  true.  It  depends,  of  course,  on  what 

672  the  schedule  is  based  on,  'whether  it  is  based  on  the 
use  of  power  plants  or  other  jointly  used  facilities 

at  a  time  when  they  are  not  being  used  by  other  customers. 
There  of  course  could  be  an  element  of  differences  in  the 
price  of  fuel  at  different  times  in  the  cost  of  energy  at 
different  times  of  the  day. 

Q.  Just  the  very  nature  of  an  off-peak  rate  schedule  in¬ 
dicates  a  lack  of  demand  that  you  would  find  in  other  serv¬ 
ices,  doesn’t  it?  A.  Either  lack  of  demand  or  lower  cost  at 
that  period. 

•  ••#••••*• 

673  Q.  If  you  used  the  simultaneous  peak  demand  in 
allocating  demand  costs,  would  the  amount  of  such 

costs  assigned  to  street  railway  and  street  lighting  service 
be  more  or  less  the  cost  assigned  in  Exhibit  31?  A.  Well, 
the  street  lighting  cost  would  certainly  be  less,  because  they 
would  get  no  assessment  for  demand  costs  at  all.  The  street 
railway — I  don’t  think  I  could  answer  that  without  some 
studies,  because  it  would  depend  somewhat  on  the  time  the 
peak  occurred.  The  street  railway  has  some  pretty  well 
defined  peak  hours  in  the  daytime  in  the  summer,  and  it 
.  would  depend  on  whether  the  system  peak  happened  to  fall 
on  one  of  those  hours  or  whether  it  fell  off  the  railway  peak. 

•  ••«•••••• 
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681  By  Mr.  Kirby: 

•  ••«•••••• 

688  Q.  The  rate  structure  you  designed  to  produce  this 
$3,500,000  is  set  forth  in  Exhibit  15,  is  it  not?  A. 

Yes.  Exhibit  15  as  amended. 

Q.  Yes.  A.  And  revised. 

Q.  Now,  referring  you  to  page  145  of  the  transcript,  you 
testified,  and  I  quote:  “When  these  rates  were  revised  in 
1948,  substantial  changes  were  made  in  the  schedules  in 
order  to  bring  about  a  more  equitable  distribution  among 
the  groups  of  the  revenue  derived  from  the  rate  schedule 
portion  of  our  business.  Therefore,  it  is  believed  that  the 
present  rate  schedules  applicable  to  these  customers  are 
reasonably  equitable  between  the  three  classes;  and,  as¬ 
suming  that  their  load  factors  have  not  changed  materially, 
which  is  believed  to  be  the  case,  the  additional  dollar  needs 
will  affect  each  kilowatt-hour  sold  to  rate  schedule  cus¬ 
tomers  to  the  same  extent.  We  have,  therefore,  allocated 
the  revenue  increase  to  the  rate  schedule  customers  in 
proportion  to  the  kilowatt-hour  sales  to  the  respec- 

689  tive  groups,  as  this  would  tend  to  maintain  the  pres¬ 
ent  degree  of  equitable  relationship  between  the 

several  groups.” 

Q.  Have  you  made  any  studies  to  determine  whether  the 
load  factors  have  or  have  not  materially  changed  between 
the  three  classes?  A.  I  haven’t  made  any  extensive  study, 
but  we  did  look  into  the  larger  commercial  and  the  high- 
voltage  business,  and  in  1947,  which  was  the  test  year  used 
for  the  development  of  the  rates  in  the  1948  case,  the  large 
commercial  consumptions  were  280  kilowatt  hours  per  kilo¬ 
watt  of  demand.  And  in  1949  it  was  287  kilowatt  hours 
per  kilowatt  of  demand.  Which  is  substantially  the  same 
load  factor.  The  corresponding  figures  for  high-voltage 
were  295  kilowatt  hours  per  kilowatt  in  1947  and  302  kilo¬ 
watt  hours  per  kilowatt  for  1949.  We  made  no  studies 
other  than  that. 
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Q.  Your  three  classes  you  refer  to  are  the  residential,  com¬ 
mercial  low-voltage,  and  commercial  high-voltage  ?  Is  that 
correct?  A.  That’s  correct. 

Q.  It  is  a  fact,  is  it  not,  that  in  your  Exhibit  31  you  have 
combined  the  residential  and  commercial  low-voltage  classes 
and  the  rate  schedule  groups  within  those  classes? 

690  A.  Yes. 

Q.  Will  you  enumerate  the  proposed  rate  classifi¬ 
cations  that  are  included  in  the  low-voltage  group  in  your 
Exhibit  31  ?  A.  Low-voltage  commercial  group  ?  The  pro¬ 
posed  rate  schedules  you  say? 

Q.  I  want  you  to  enumerate  all  of  the  rate  schedules  that 
are  grouped  in  that  Exhibit  31.  A.  Proposed  schedules  or 
present  schedules? 

Q.  Your  proposed  schedules.  A.  It  would  be  Schedules 
SC,  SCS,  LC  and  LCS  for  commercial.  Schedules  R,  RS, 
LR  and  LRS  for  residential. 

Q.  In  other  words,  eight  schedules  in  all?  A.  I  think 
that’s  right. 

Q.  Then,  using  the  results  of  your  cost  allocation  you  can 
not  determine  the  cost  of  serving  each  of  those  rate  classes, 
can  you?  A.  No,  sir. 

Q.  Can  you  from  the  results  of  your  cost  allocation,  Ex¬ 
hibit  31,  determine  the  cost  of  serving  groups  of  customers 
within  a  rate  classification,  say  small  residential  customers 
as  compared  with  residential  customers  using  substantial 
amounts  of  energy?  A.  No,  sir. 

Q.  Are  your  present  and  proposed  rate  schedules 

691  based  upon  the  cost  of  serving  each  class  of  cus¬ 
tomer?  A.  No,  sir. 

•  ••••••••• 

Q.  Now,  will  you  please  refer  to  your  Exhibit  18? 
A.  Which? 

Q.  No.  18.  That  exhibit  shows  a  fuel  interchange  power 
cost  increase  from  .320  cents  per  kilowatt  hour  in  1945  to 
.459  cents  per  kilowatt  hour  in  1948,  or  43.4  per  cent,  does 
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it  not?  A.  I  will  accept  your  percentage.  They  do  in¬ 
crease  from  .320  to  .459,  yes. 

Q.  And  from  1948  fuel  interchange  costs  decreased  from 
.459  cents  per  kilowatt  hour  to  .403  cents  per  kilowatt  hour, 
or  12.2  percent  for  the  estimated  year  1951?  A.  Well,  actu¬ 
ally  they  increased  from  .32  in  1945  to  .463  in  1949  and  then 
dropped  to  .403  in  1951. 

Q.  Now’,  I  was  referring  you  to  the  1948  fuel  and  power 
costs  which  decreased  from  .459  cents  per  kilowatt 
692  hour  to  .403  cents  per  kilowatt  hour,  or  12.2  per  cent 
for  the  estimated  year  1951.  Did  they  not?  A.  Yes, 
that’s  right.  I  was  merely  pointing  out  it  wasn’t  a  constant 
decrease  from  .459.  It  first  went  up  to  .463,  then  dropped  to 
.403. 

Q.  Yes.  Mr.  Main,  will  you  accept  subject  to  check  that 
total  energy  costs  based  on  annual  power  supply  costs  at  a 
5.5  per  cent  rate  of  return  have  increased  from  .383  cents 
per  kilowatt  hour  in  1945  to  .542  cents  per  kilowatt  hour 
in  1948,  or  an  increase  of  41.5  per  cent?  A.  May  I  have 
that  question  again,  please? 

(The  reporter  read  the  question.) 

A.  Using  the  elements  which  we  ordinarily  consider  as 
energy  costs,  those  figures  are  correct. 

Q.  And  total  energy  costs  on  the  same  basis  have  de¬ 
creased  from  .542  cents  per  kilowatt  hour  in  1948  to  .482 
cents  per  kilowatt  hour,  or  11.1  per  cent,  for  the  estimated 
year  1951?  A.  I  check  the  .542;  for  1951  I  have  a  figure 
of  .485,  which  is  pretty  close. 

Q.  Yes,  that’s  quite  close.  That  would  produce  roughly 
11  per  cent,  would  it  not?  A.  Yes,  I  expect  so. 

Yes.  A  shade  over  11. 

*••••••*•• 

701  Q.  Mr.  Main,  in  your  residential  customers  as  a 
group,  do  they  have  a  higher  or  lower  load  factor 
than  your  commercial  customers?  A.  We  don’t  know  ex- 
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actly  what  our  residential  customer  load  factor  is  to  any 
degree  of  preciseness,  but  it  is  probably  somewhat  lower 
than  commercial  customers  of  comparable  size. 

Q.  Do  your  commercial  customers  have  a  lower 
702  or  higher  load  factor  than  your  high-voltage  cus¬ 
tomers?  I  just  mean  now  typically,  not  to  go  down 
the  whole  group.  A.  The  high-voltage  customers  have  a 
slightly  higher  load  factor  than  the  large  commerical  cus¬ 
tomers  of  nearly  comparable  size.  There  is  not  very  much 
difference. 

•  ••••••••• 

711  Q.  Now  I  would  like  to  refer  you,  Mr.  Main,  to 
page  148  of  the  transcript  where  you  state,  and  I 

quote :  “It  has  been  found  by  tests  that  monthly  residential 
consumptions  up  to  about  600  kilowatt  hours  per  month 
have  a  lower  average  load  factor  than  those  in  excess  of 
600  kilowatt  hours.  ” 

Will  you  accept  subject  to  check  that  the  average  load 
factor  for  customers  with  consumptions  of  600  kilowatt 
hours  and  less  is  18.8  per  cent  and  those  with  consumptions 
in  excess  of  600  kilowatt  hours  the  load  factor  is  20.2  per 
cent,  based  on  the  data  shown  on  Exhibit  24?  A.  The 
smaller  consumption  customers  having  the  lower  load 
factor  and  the  higher  consumption  customers  having  the 
higher  load  factor? 

Q.  Yes.  A.  Yes. 

**•••••••• 

712  Q.  Will  you  please  refer  me  to  any  data  in  the 
record,  more  specifically  your  cost  allocation  Exhibit 

31,  which  shows  that  the  charges  you  propose  for  consump¬ 
tions  up  to  600  kilowatt  hours  at  Schedules  R  or  LR  cover, 
and  I  quote,  “both  energy  and  demand  costs”?  A.  The 
charges  for  the  first  600  kilowatt  hours  are  on  a  block  rate. 
That  is,  so  much  per  kilowatt  hour.  Therefore,  they  must 
cover  not  only  the  energy  and  demand  costs  but  also  the 
customer  costs.  Or  perhaps  I  should  have  said  cover 
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the  demand  and  energy  and  customer  components. 

713  Not  necessarily  the  costs.  If  they  are  not  paying 
their  way  they  are  certainly  not  covering  the  cost. 

But  it  was  intended  to  mean  that  they  cover  those  three  com¬ 
ponents. 

Q.  Will  you  explain  a  little  more  fully,  please,  where  you 
say  that  they  must  cover,  just  how  they  do?  How  do  you 
know  that?  From  specific  studies  or  from  your  Exhibit 
31  is  there  a  portion  you  could  refer  me  to  there  that  would 
show  that?  A.  No,  I  think  you  have  misunderstood  my 
statement.  You  get  X  dollars  for  a  given  number  of  kilo¬ 
watt  hours.  Now,  whatever  those  dollars  are,  they  cover 
at  least  the  demand,  energy  and  customer  components, 
because  those  are  the  three  elements  of  cost  that  enter  into 
furnishing  the  service. 

Q.  Well,  now,  as  I  get  it,  you  can’t  refer  me  to  any 
place  in  your  cost  analysis  where  this  would  show,  so  I  am 
interested  in  knowing  just  how  you  know  that  in  fact  they 
do  cover  this  cost?  A.  Well,  I  think  I  corrected  myself 
just  now,  and  I  changed  my  term  of  “cost”  to  “com¬ 
ponent.”  I  didn’t  mean  to  say  that  they  cover  the  cost. 
I  meant  that  since  there  is  only  one  charge,  it  must,  there¬ 
fore,  be  intended  to  cover  all  the  components  that  enter 
into  the  cost.  Whether  they  cover  them  fully  or  not  is 
another  matter. 

Q.  Now,  as  I  understand  it,  you  are  saying  in- 

714  tended  to  cover  it,  but  whether  or  not  it  does  you  do 
not  know?  A.  That’s  right. 

Q.  You  don’t  know  either  the  demand  or  energy  costs 
of  an  R  or  LR  customer  using,  say,  600  kilowatt  hours  per 
month,  do  you  ?  A.  Let  me  have  the  first  part  of  your  ques¬ 
tion. 

(The  reporter  read  the  question.) 

A.  Using  the  term  “cost”  as  the  cost  of  furnishing  the 
service,  no. 
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Q.  Since  you  didn’t  segregate  either  your  R  customers  or 
your  LR  customers  in  your  cost  analysis,  you  don’t  even 
know  whether  the  cost  of  providing  600  kilowatt  hours  to 
each  class  is  the  same  or  not,  do  you?  A.  No.  Even  if 
you  knew  what  the  costs  were  for  the  whole  schedule,  you 
still  would  probably  not  know  the  costs  for  any  given  con¬ 
sumption  within  the  schedule,  because  the  costs  are  not 
the  same  per  kilowatt  hour  or  per  kilowatt  for  all  ranges 
of  consumptions  because  of  the  change  in  load  factor. 

Q.  In  your  cost  allocation  you  combined  your  R  and  LR 
customers  along  with  several  other  rate  classifications,  so 
any  differences  in  either  energy  or  demand  costs  as  be¬ 
tween  and  among  these  classes  cannot  be  determined  from 
Exhibit  31  ?  That  is  a  fact,  is  it  not  ?  A.  That ’s  right. 
**•••••••• 

720  Q.  Now,  isn’t  the  reason  you  have  such  a  high 
load  factor  as  47.4  per  cent,  which  is  shown  on  page 
57,  Section  III,  of  Exhibit  31,  that  you  have  taken  the  com¬ 
bined  load  factor  of  all  your  low’  tension  customers?  Isn’t 
that,  in  fact,  what  has  been  done?  A.  I  don’t  think  the 
load  factor  of  47.4  is  even  comparable,  because  you’re  talk¬ 
ing  about  individual  customer  load  factors,  and  whatever 
this  load  factor  on  this  IIT57  is,  be  it  monthly  or  annual  or 
what-not,  it’s  a  group  load  factor  and  it’s  not  comparable 
at  all  with  individual  load  factors,  because  there  is  a  diver¬ 
sity  element  in  it. 

Q.  And  also  it  can’t  be  compared  to  class  load  factors 
for  the  eight  classes  included  in  there?  A.  The  scheduled 
classes  ? 

Q.  Yes.  A.  That’s  right.  No,  it  couldn’t  be,  for  the  same 
reason.  There  is  a  diversity  between  the  classes  and 
schedules  in  there  as  well  as  between  the  individual  cus¬ 
tomers  within  the  schedules. 

735  Q.  Mr.  Main,  your  cost  analysis  does  not  develop 
either  the  absolute  or  relative  costs  of  serving  the 
individual  proposed  rate  classifications,  does  it?  A.  No. 
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Q.  Your  cost  analysis  does  not  develop  the  unit  energy, 
demand  and  customer  cost  for  customers  within  each  rate 
classification,  does  it?  A.  No. 

Q.  On  page  470  and  471  of  the  transcript,  in  response  to 
a  question  I  asked  you  as  to  whether  your  Exhibit  31 
indicates  a  unit  kilowatt,  kilowatt  hour  or  cost  per 
customer  so  that  individual  rate  schedules  may 

736  be  developed,  you  testified,  and  I  quote,  “No,  it 
wouldn’t  give  you  that  data  if  it  did,  because  the 

most  that  you  could  develop  out  of  the  cost  study  of  this 
type,  if  you  recapitulated  the  various  items  that  make  up 
the  three  components,  would  give  you  dollars  or  unit  prices 
for  a  group  of  customers  as  a  whole.  It  wouldn’t  tell  you 
what  the  customer,  demand  and  energy  relationships  were 
for  different  sized  customers  within  a  group  or  on  one 
schedule.”  Is  that  correct?  A.  That’s  what  I  said. 

Q.  And  the  group  of  customers  as  a  whole  to  which  you 
referred  in  that  answer  is  some  270,000  low  voltage  resi¬ 
dential,  small  commercial  and  large  commercial  customers 
under  the  heading  “Low  Voltage  Schedules”  on  page  1  and 
2  of  Exhibit  31,  is  it  not?  A.  As  it  is  set  down  here  in  the 
transcript,  it  does  attach  my  answer  to  that  group.  How¬ 
ever,  I  intended  the  answer  to  apply  equally  in  the  case 
of  high  voltage  customers.  It  is  equally  true  there. 

Q.  Well —  A.  Taking  the  high  voltage  customers  as  a 
group,  the  cost  study  would  not  allow  you  to  determine 
the  customer,  demand  or  energy  cost  for  each  of  the  two 
schedules,  in  the  first  place,  and  in  the  second  place  it 
wouldn’t  allow  you  to  determine  the  cost  of  those 
three  elements  for  individual  customers  within  those 
schedules. 

737  Q.  Then  as  far  as  your  cost  study  is  concerned, 
it  neither  gives  you  the  absolute  or  relative  cost  of 

serving  individual  classes  of  customers,  nor  does  your  cost 
study  show  unit  costs  that  may  be  used  in  designing  in¬ 
dividual  rate  schedules  with  respect  to  relative  costs  within 
a  rate  classification,  isn’t  that  correct?  A.  When  you  use 
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the  term  “customer  class”  do  you  consider  that  to  mean 
the  customers  on  a  given  rate  schedule — that  is  correct. 

Q.  That  is  exactly  it. 

«••••*•••• 

740  By  Mr.  Myse: 

Q.  Mr.  Main,  the  last  few  days  in  the  newspapers  it  is 
reported  that  the  company,  that  is,  Pepco,  reported  yester¬ 
day  a  District  total  of  1,151,194,011  kilowatt  hours,  a  gain 
of  2.S5  percent  from  a  year  earlier;  that  sales  outside  the 
District  jumped  to  506,097,497,  an  increase  of  10.27  percent. 
Does  that  newspaper  story  accurately  reflect  the  results  for 
the  last  nine  months — I  mean  the  first  nine  months,  of 
1950?  A.  I  don’t  have  the  figures  here  to  check  that  for 
you,  Mr.  Myse.  I  can  check  it. 

Q.  Will  you  do  so,  please?  A.  Yes. 

Q.  As  I  take  it,  this  newspaper  article  was  referring  to  a 
gain  of  2.85  percent  within  the  District,  compared  with  a 
gain  of  10.27  percent  outside  of  the  District.  Is  that  right  ? 
A.  Well,  you  are  quoting  the  newspaper? 

741  Q.  Well,  is  it  in  the  neighborhood  of  those  per¬ 
centages?  A.  I  don’t  know — 

Q.  Will  you  check  that?  A.  — until  I  check  it. 

Mr.  Reilly:  In  order  that  the  record  will  he  straight, 
whenever  they  ask  whether  we  will  check,  if  we  don’t  come 
back  and  say  it  is  different  it  is  understood  that  the  figures 
or  statements  that  are  made  are  correct. 

By  Mr.  Myse: 

Q.  Will  you  refer  to  page  129  of  the  transcript,  please. 
At  the  paragraph  at  the  bottom  of  the  page  you  were  there 
referring  to  sources  of  energy  from  Consolidated  Gas 
Electric  Light  and  Power  Company,  were  you  not? 
A.  That’s  right. 

Q.  Incidentally,  you  say  that  the  basic  power  supply 
system  includes  the  Company’s  three  generating  plants  and 
tie  lines  with  the  Consolidated  Gas  Electric  Light  and 
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Power  Company  of  Baltimore.  Actually,  the  Baltimore 
Company  doesn’t  own  those  tie  lines,  does  it.  A.  It  owns 
part  of  them.  We  own  part  of  them. 

Q.  Which  part  do  you  think  that  the  Baltimore  Company 
owns?  A.  The  230,000  volt  line  from  Ellicott  City  to  Ta- 
koma.  We  own  some — I  think  it  is  7  miles  or  some  such 
figure  as  that,  and  the  Baltimore  Company  owns  the 
balance. 

742  Q.  You  say  you  own  from  Takoma  into  downtown 
Washington.  Is  that  the  portion  you  own?  A.  That 

is  not  part  of  the  tie  line  to  Baltimore. 

Q.  Actually,  isn’t  it  a  fact  that  Baltimore  Company 
doesn’t  own  any  part  of  that;  on  the  contrary,  the  company 
by  the  name  of  Susquehenna  Transmission  Company  of 
Maryland  owns  those  lines?  A.  Oh.  I  don’t  know  as  to  the 
exact  corporate  ownership  of  the  lines  that  are  outside  of 
our  ownership. 

Q.  Then  you  don’t  know  whether  Baltimore  owns  those 
tie  lines  or  not?  A.  I  can’t  tell  you  if  the  Consolidated  Gas 
Electric  Light  and  Power  Company  of  Baltimore  actually 
owns  or  holds  title  to  the  property  that  is  outside  of  our 
territory,  outside  of  the  property  we  own. 

Q.  Well,  now,  the  Susquehenna  Transmission  Company 
of  Maryland  is  a  wholly  owned  subsidiary  of  Pennsylvania 
Water  and  Power  Company,  is  it  not?  A.  I  don’t  know. 

Q.  Who  would  know  in  your  organization?  A.  Mr. 
Ferry  might  be  able  to  tell  you. 

Q.  But  it  is  over  these  220  Kv  lines  that  you  interchange 
power  with  the  Baltimore  Company;  is  that  it?  A.  We  in¬ 
terchange  power  with  Baltimore  Company  over  the 

743  220  Kv  line  and  110  Kv  line  that  goes  to  Westport 
and  the  connection  with  Pennsylvania  Railroad. 

We  use  all  three. 

Q.  You  interchange  over  all  three  connections?  A.  That’s 
right. 
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744  Q.  Will  you  turn  to  Exhibit  18.  First  of  all,  will 
you  outline  briefly  just  how  you  determined  the 

1951  costs  shown  on  that  exhibit?  A.  Both  total  and  the 
two  breakdowns  for  the  total? 

Q.  Let’s  take  the  total  first.  A.  The  fuel  and  produc¬ 
tion,  operation  and  maintenance,  interchange  power  items 
were  furnished  to  us  by  the  company  system  planning 
bureau.  The  operation  and  maintenance  expenses  of  the 
what  we  call  other  power  supply  facilities,  that  is  the  trans¬ 
mission  lines  which  tie  together  our  three  generating  sta¬ 
tions  and  Baltimore  tie  lines,  were  estimated  by  our  depart¬ 
ment,  the  rate  department.  They  are  based  on  a  break¬ 
down  of  the  total  operating  expenses  and  other  cost  items 
for  the  company  as  forecast  for  the  year  1951. 

On  this  Exhibit  18,  the  fuel  and  interchange  power  fig¬ 
ures  are  part  of  those  figures  which  I  just  stated  as  fur¬ 
nished  to  us  by  the  company’s  system  planning  bureau,  and 
the  other  power  supply  costs  column  figures  are  the  dif¬ 
ference  between  the  total  and  the  fuel  and  interchange 
power  items. 

745  Q.  Now,  as  to  those  items  of  expense  which  as  I 
understand  it  are  included  in  other  supply  costs, 

which  you  say  were  forecast  by  your  department,  based  up¬ 
on  forecasts  of  costs  for  the  year  1951,  who  made  the  fore¬ 
cast  of  costs?  A.  For  the  company  system? 

Q.  Yes.  A.  I  believe  the  operation  and  maintenance  ex¬ 
pense  forecasts  are  made  by  the  system  planning  division. 

Q.  That  is  your  division?  A.  No,  sir. 

Q.  Now,  with  particular  reference  to  the  column  headed 
“Fuel  and  Interchange  Power”  on  Exhibit  18,  do  you  know 
whether  or  not,  taking  interchange  power  costs  alone,  that 
there  has  been  a  decrease  or  an  increase  per  unit  of  KWH, 
that  is,  taking  1951  compared  with  1945?  A.  Well,  just  on 
the  basis  of  the  figures  shown  in  this  Exhibit,  the  1951  fuel 
and  interchange  power  costs  per  kilowatt  hour  are  higher 
than  the  1945  costs  per  kilowatt  hour. 

Q.  I  am  speaking  of  interchange  power  alone.  A.  Oh.  I 
don’t  have  a  breakdown  with  me,  Mr.  Myse,  from  which  I 
could  tell  you  that. 
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Q.  Then  I  take  it  you  wouldn’t  know  whether  the  fuel 
costs  alone  have  increased  or  decreased  over  the  same 
period?  A.  Not  just  offhand. 

Q.  Now,  with  reference  to  a  comparison  of  fuel  and 
746  interchange  costs  between  the  years  1949  and  1951, 
as  shown  on  your  Exhibit  18,  you  show  a  decrease, 
do  you  not?  A.  Yes. 

Q.  That  is  a  decrease  in  the  unit  cost;  is  that  right? 
A.  Decrease  in  the  unit  cost  in  cents  per  kilowatt  hour. 

Q.  Now,  do  you  know  whether  or  not  that  decrease  in 
unit  cost  is  brought  about  in  part  at  least  by  the  increase 
in  efficiency  in  burning  of  fuel  by  your  new  plants?  A.  Yes, 
I  think  it  goes  without  saying.  We  use  more  efficient 
plants;  therefore,  part  of  it  must  be  increase  in  efficiency. 

Q.  With  respect  to  the  price  of  coal  alone,  that  is,  per 
ton,  do  you  expect  that  will  increase  or  decrease  in  1951 
as  compared  with  1949?  A.  As  to  the  price  per  ton  pur¬ 
chased,  I  can’t  tell  you  what  the  prices  were  on  which  these 
figures  were  based,  but  the  price  of  fuel  as  recorded  in  the 
fuel  expense  account  is  forecast  to  be  lower  in  1951  than 
it  was  in  1949. 

748  Q.  Now,  I  don’t  see  any  forecast  for  1950.  Is 
there  any  purpose  in  leaving  that  out  of  your  Ex¬ 
hibit  18?  A.  Yes,  there  was.  The  year  1950  was  not  repre¬ 
sentative  of  the  true  average  picture  of  this  power  supply 
element  of  cost,  because  of  the  fact  that  we  were  construct¬ 
ing  and  putting  into  service  new  tie  lines  between  the 
Potomac  River  Plant  and  our  system.  The  year  1951  was 
used  because  that  is  the  first  typical  year  or  first  year 
that  we  believed  that  the  conditions  are  more  nearly  repre¬ 
sentative  of  a  normal  year. 

#••••••••* 
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750  Q.  Now  what  I  would  like  to  know  is,  by  including 
the  extra  unit  at  Potomac  and  these  additional  tie 

lines,  would  the  cost  per  KWH  be  increased  or  decreased  in 
the  year  1950?  A.  Over  what? 

Q.  Over  1949.  A.  I  would  say  offhand  the  overall  cost 
per  KWH  would  be  increased  over  1949. 

Q.  Taking  the  year  1950,  would  you  say  that  by  includ¬ 
ing  the  additional  unit  at  Potomac  River  Plant,  plus  the 
tie  lines,  you  would  have  costs  per  unit  of  KWH  above 
or  below  the  figures  for  1950  excluding  those  items?  A.  I 
don’t  understand  what  you  mean  by  “1950  excluding  those 
items.”  How  would  you  exclude  them  if  you  took  1950? 

Q.  Making  a  calculation  eliminating  them.  A.  You 
would  have  to  make  a  lot  of  assumptions  or  estimates.  I’d 
have  no  idea. 

751  Q.  The  answer  is  you  don’t  know,  is  that  it?  A.  I 

wTould  expect  that  the - 

Q.  Will  you  answer  my  question?  Do  you  know  or  don’t 
you  know? 

Mr.  Reilly:  He  is  trying  to  answer  your  question  now. 
Let  the  witness  finish. 

Chairman  Flanagan :  Proceed,  Mr.  Main. 

A.  I  would  say  offhand  that  the  costs,  overall  cost  per 
KWH  with  the  new  unit  in  would  be  somewhat  higher 
than  it  would  if  the  unit  was  not  included. 

Q.  So  that  the  addition  of  the  unit  at  Potomac  River 
Plant  did  not  operate  to  reduce  your  unit  cost;  is  that  it? 
A.  Not  the  overall  unit  cost. 

Q.  Now,  if  fuel  costs  per  unit  of  KWH  have  a  tendency 
to  decrease  on  your  system,  wouldn’t  it  follow  that  you 
would  find  that  your  interchange  costs  would  also  have  a 
tendency  to  decrease?  A.  May  I  have  that  question  again, 
please? 

(The  reporter  read  the  pending  question.) 

The  Witness:  Yes,  I  think  it  would. 
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Q.  That  is  because  interchange  power  costs  are  based 
largely  on  incremental  fuel  and  generating  costs;  is  that 
right?  A.  That’s  right. 

•  ••****••• 

755  Q.  What  is  the  nature  of  the  service  furnished  the 
Pennsylvania  Railroad?  Twenty-five  cycle,  single 

phase,  isn’t  it?  A.  Twenty-five  cycle.  I  think  it  is  single 
phase.  I  am  not  sure.  As  a  matter  of  fact,  it  isn’t  fur¬ 
nished  the  Pennsylvania  Railroad.  It  is  delivered  to  the 
Pennsylvania  Railroad  on  behalf  of  the  Baltimore  Com¬ 
pany. 

756  Q.  Well,  now,  where  do  you  get  that  idea  that  it  is 
delivered  on  behalf  of  the  Baltimore  Company? 

Where  did  you  get  that  idea  from?  A.  Well,  that  is  my 
understanding  of  the  nature  of  the  Baltimore  contract.  We 
have  no  contracts  for  furnishing  service  to  the  Pennsyl¬ 
vania  Railroad  that  I  know  of. 

Q.  Will  you  point  out  in  Exhibit  36  or  36A  just  where 
it  says  you  deliver  power  on  behalf  of  Consolidated  Gas 
Electric  Light  and  Power  Company?  From  my  view  there 
is  no  such  provision  in  that  contract,  but  I  am  interested 
in  finding  out  which  provision  you  rely  upon  to  make  that 
statement.  A.  I  wasn’t  referring  to  a  particular  provision 
of  the  contract.  I  know  this:  We  deliver  power  to  the 
Pennsylvania  Railroad,  and  as  far  as  I  know  we  have  no 
contractual  relationship  with  them  for  billing  it.  It  is 
billed  to  Baltimore.  Now,  under  what  provision  of  the 
contract,  if  there  be  any,  that  that  takes  place,  I  don’t 
know. 

Q.  Mr.  Main,  you  mentioned  that  you  don’t  bill  the  rail¬ 
road.  That  may  be  correct,  but  I  call  your  attention  to 
Article  11,  page  20,  of  Exhibit  37,  which  covers  payments, 
and  I  read  to  you  from  the  second  paragraph  thereof,  of 
Section  1,  which  reads  as  follows: 

“In  rendering  bills  and  receiving  payment  thereof,  the 
Consolidated  Gas  Electric  Light  and  Power  Company  of 
Baltimore  is  acting  for  itself  and  for  the  other  companies 
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jointly  referred  to  as  electric  companies,  and  pay- 
757  ment  by  Railroad  Company  to  the  Consolidated  Gas 
Electric  Light  and  Power  Company  of  Baltimore  in 
accordance  with  the  terms  hereof  shall  be  a  full  and  com¬ 
plete  discharge  of  it  liability  for  payments  to  the  electric 
companies  hereunder.” 

'  And  referring  to  Exhibit  37 A,  page  14,  which  is  an 
amendment  of  the  contract  I  just  referred  to,  and  referring 
more  specifically  to  Article  11  of  Exhibit  37A,  Section  1, 
wTiich  reads  as  follows,  and  I  quote : 

“Substitute  ‘supplying  companies’  for  ‘electric  com¬ 
panies’  in  the  fifth  line  of  the  first  paragraph  and  the 
fourth  and  eighth  lines  of  the  second  paragraph.” 

Now  are  those  the  provisions  you  vrere  relying  upon  to 
say  that  you  do  not  bill  the  railroad  for  service?  A.  I  told 
you  that  I  wasn’t  relying  on  any  provisions  of  the  contract 
for  my  answer  to  your  question.  I  told  you  that  I  know 
that  we  do  deliver  power  to  the  Pennsylvania  Railroad,  but 
we  do  not — and  we  receive  power  from  the  Pennsylvania 
Railroad — but  we  do  not  bill  them  for  it  and  neither  do 
they  bill  us  for  it  directly.  It  is  billed  through  the  Balti¬ 
more  Company. 

**•**###•# 

762  Q.  Now,  at  least  thirty-eight  of  those  600  volt 
d.c.  customers  are  known  as  the  street  railway  bar 
customers,  are  they  not?  A.  We  have  some.  I  have  for¬ 
gotten  whether  it  is  exactly  thirty-eight.  It  is  right  around 
that  figure,  yes. 

Q.  Now,  in  serving  those  customers  you  are  required  to 
utilize  the  facilities  of  the  street  railway  system  under¬ 
ground  in  order  to  get  energy  to  those  customers,  are  you 
not?  A.  That’s  correct. 

Q.  Just  what  do  you  use  in  that  connection  in  the  way 
of  Capital  Transit  facilities?  A.  We  use  whatever  feeders 
— or  the  feeders,  regardless  of  who  owns  them,  between  the 
substation  and  the  conductor  bars,  and  the  conductor  bars 
from  there  to  wherever  they  are  tapped  off  to  serve  the 
customers. 
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Q.  Are  the  street  rails  involved  in  any  way  in  that? 
A.  Yes.  The  rails,  I  believe,  form  the  negative  side  of  the 
circuit.  Oh,  wait  a  minute.  I  stand  corrected  on  that.  I 
think  the  conductor  bars  are  the  two  sides  of  the  street 
railway  circuit. 

Q.  Can  you  determine  accurately  which  it  is  and  let  us 
know  later?  A.  Yes. 

Q.  In  making  your  allocation  of  costs  to  the  600  volt  d.c. 
customers  that  you  have  been  referring  to,  did  you  in 

763  any  way  allocate  to  them  the  costs  incident  to  use 
of  the  Capital  Transit  facilities  we  have  just  men¬ 
tioned?  A.  No,  sir. 

Q.  In  determining  the  expenses  on  Exhibit  20,  did  you 
give  any  credits  in  any  way  to  Capital  Transit  for  the  use 
of  those  facilities.  A.  Not  for  the  use  of  those  facilities 
you  have  just  mentioned,  because  there  were  other  factors 
which  we  believed  were  more  than  offsetting. 

Q.  I  didn’t  ask  you  about  those.  I  wanted  to  ask  you 
about  these  particular  facilities.  You  gave  no  credits  for 
those  facilities?  A.  That’s  right. 

Mr.  Reilly :  I  think  the  witness  is  entitled  to  explain  his 
answers  after  he  answers  the  question. 

Mr.  Myse :  I  think  it  is  proper  redirect,  if  he  wishes. 

By  Mr.  Myse: 

Q.  Now,  which  of  the  schedules  which  you  have  pro¬ 
posed  in  these  proceedings  apply  to  these  600  volt  d.c. 
customers  other  than  the  railway  that  we  have  been  re¬ 
ferring  to?  A.  I  am  not  sure  that  I  can  answer  your 
question  exactly,  Mr.  Myse.  I  am  not  sure  at  the  mo¬ 
ment  whether  we  have  any  residential  customers  that 
use  that  600  volt  service  or  not,  but  my  impres¬ 
sion  is  that  they  are  all,  or  at  least  almost  all,  small 
commercial  customers  who  will  be  served  under 

764  Schedule  SC. 

Q.  And  to  the  extent  that  they  would  come  in  the 
large  commercial  class  and  would  be  served  under  the 


large  commercial  schedule,  which  one  is  that?  A.  Sched¬ 
ule  LC. 

Q.  And  if  there  were  any  who  came  in  the  residential 
class,  they  would  be  served  under  the  residential  schedule? 
A.  They  would  be  served  under  whichever  schedule  was 
appropriate  by  the  availability  clause  in  the  schedule. 
765  Q.  Now,  of  course  there  are  more  than  just  38  600 
volt  dc  customers  which  are  tap-off  customers,  are 
there  not?  A.  Yes,  sir. 

Q.  How  many  more  are  there?  A.  I  think  I  gave  those 
figures  in  my  direct  testimony. 

Q.  Well,  if  you  have,  skip  it.  A.  I  will  check  that. 

Q.  329  customers — is  that  the  number?  A.  That  sounds 
like  it. 

Q.  That  is  page  141.  A.  329  is  the  total  number,  and 
I  think  I  testified  that  291  of  those  were  served  by  two  of 
our  own  feeders  and  the  other  38  were  what  we  call  rail- 
tap  customers. 

Q.  Well,  now,  in  so  far  as  those  329  customers  will  be 
served  under  your  commercial  or  possibly  residential 
schedules,  you  will  make  no  conversion  charge  applicable 
to  those  customers,  will  you?  A.  No,  no  more  than  we 
make  in  a  conversion  charge  for  our  230  volt  dc  customers. 
#*•**###•• 

769  Q.  Will  you  determine  that  for  us.  Now,  refer¬ 
ring  again  to  Exhibit  20  and  the  items  under  the 
heading  “Conversion  Charge,”  am  I  right  in  understand¬ 
ing  that  the  item  of  $217,000  was  allocated  to  Capital 
Transit  solely  on  the  basis  of  the  non-coincident  demands? 
A.  Yes,  sir. 

Q.  No  other  basis  used?  A.  Not  as  far  as  I  can  recall. 

Q.  That  is,  you  didn’t  use  that  combination  of  non¬ 
coincident  demands  and  average  demand  or  energy  factor 
that  you  did  in  Exhibit  31,  did  you?  A.  No,  sir. 
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771  Q.  Well,  let’s  look  at  the  item  of  income  taxes  on 
Exhibit  20.  How  did  you  determine  that  $26,000? 
A.  That  is  the  result  of  an  allocation  of  the  company’s 
total  income  taxes  to  this  conversion  cost  and  it  is  allo¬ 
cated  in  proportion  to  the  return.  That  is  to  say,  the 
return  shown  here  as  $64,000  was  the  6.08  percent  I  believe 
that  I  have  talked  about  several  times.  The  $26,000  bears 
the  same  relation  to  the  $64,000  as  the  company’s  total 
income  tax  bears  to  the  total  return. 
*#•#*#•••• 

776  Q.  Now,  in  connection  with  questions  asked  you 
by  Mr.  Sparks  on  page  177  to  179  of  the  transcript, 

the  fact  is  that  the  fuel  clause  factor  of  1630  used  in  the 
original  contract  reflects  the  efficiency  of  the  plant  as  of  the 
time  it  was  determined.  That  was  in  ’33,  was  it  not?  A. 
That  is  right. 

Q.  And  in  the  event  that  there  has  been  an  increased 
efficiency  in  your  fuel-burning  equipment  and  your  gener¬ 
ating  equipment  since  that  time,  there  was  no  adjustment 
to  reflect  that  additional  factor  in  the  original  contract, 
isn’t  that  correct.  A.  No,  I  don’t  see  any  reason  why 
there  should  be. 

Q.  I  didn’t  ask  you  whether  there  should  be.  The  fact 
is  there  was  not  one,  is  that  right?  A.  There  wasn’t  one, 
no. 

Q.  Now,  that  was  also  true  with  respect  to  the 

777  factor  in  the  fuel  clause  of  the  1942  amendment, 
isn’t  that  correct?  A.  That  is  right. 

Q.  Now,  the  fact  is,  however,  that  there  has  been  a  sub¬ 
stantial  increase  in  efficiency  since  1933  as  compared  with 
today,  isn’t  that  correct?  A.  Yes,  but  you  secure  that  in¬ 
crease  in  efficiency  at  the  expense  of  additional  investment 
— not  only  additional  investment  irrespective  of  price  level, 
but  then  the  increased  price  level  enters  into  it.  So  that 
is  the  reason  I  said  that  I  don’t  see  any  reason  why  there 
should  be  any  credit  in  there  for  efficiency  because  the  in¬ 
crease  in  efficiency  is  offset  by  increases  in  other  costs. 
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Q.  Well,  all  other  customers  do  not  have  a  fuel  clause 
to  offset  the  factors  you  have  just  been  mentioning,  do 
they?  A.  We  have  a  fuel  clause  in  our  present  high  volt¬ 
age  and  large  commercial  schedules. 

Q.  Other  than  that  you  have  it  in  no  other,  is  that 
right?  A.”  That  is  right,  because  the  revenue  from  such  a 
fuel  clause  would  be  more  than  offset  by  the  expense  re¬ 
quired  to  administer  it. 

##•####*•* 

779  Q.  Now,  generally  speaking,  Mr.  Main,  the  cus- 

780  tomers  you  have  in  Maryland  are  further  away  from 
your  generating  plants,  are  they  not,  than  the  Dis¬ 
trict  customers.  A.  We  may  have  a  few  customers  in 
Maryland  that  are  further  away  from  our  power  supply 
system  than  the  District  customers,  but  by  and  large  I  be¬ 
lieve  that  they  would  be,  on  the  average,  just  about  as 
close  as  the  District  customers  would. 

Q.  Well,  those  in  the  suburban  zone  would  be  further 
away.  A.  I  say  a  few  isolated  customers  out  in  the  rural 
area  might. 

Q.  Well,  what  did  you  mean,  Mr.  Main,  when  you  wrote 
in  the  magazine  called  The  Pepconian  for  April  1950  on 
page  7  that  “Those  located  a  little  further  out  in  what  we 
call  the  suburban  zone  are  served  at  a  somewhat  higher 
rate.”  Were  you  referring  to  these  suburban  customers 
of  Pepco?  A.  Yes,  sir.  . 

Q.  Well,  that  is  a  fact,  then,  that  they  are  a  little  fur¬ 
ther  out,  aren’t  they?  A.  They  are  further  out  from  the 
city  but  they  are  not  further  out  from  our  power  supply 
system. 

Q.  Well,  now,  you  went  on  and  you  said  “They  are  served 
at  a  somewhat  higher  rate  because  they  are  farther  from 
our  plants”  did  you  not?  A.  Well,  that,  in  a  small  part,  is 
probably  correct.  But  the  truth  of  the  matter  is 

781  there  is  another  factor  in  there  which  weighs  much 
heavier  than  the  distance  factor  and  that  is  the 

density  factor.  i 
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Q.  You  went  on  in  that  connection  and  said  “And  be¬ 
cause  there  are  fewer  of  them  per  square  mile” — is  that 
what  you  are  referring  to?  A.  That  is  right. 

Q.  So  the  fact  is  that  in  the  Maryland  suburban  zone, 
generally  speaking,  the  customers  are  further  from  the 
plants  and  there  are  fewer  customers  per  square  mile,  is 
that  right?  A.  Yes,  with  the  distance  factor  a  very  minor 
element,  though. 

Q.  But  it  is  a  fact,  then,  that  there  are  fewer  of  them 
per  square  mile  that  is  important,  isn’t  it?  A.  That  is 
right. 

Q.  And  by  reason  of  that  fact,  it  costs  you  more  to  serve 
the  average  customer  in  Maryland  than  it  does  other  places 
on  your  system,  is  that  it?  A.  Oh,  I  didn’t  say  that.  I 
was  talking  there  to  the  suburban  zone  and  not  all  of  Mary¬ 
land. 

Q.  Well,  I  am  speaking  of  the  suburban  zone.  A.  Oh, 
you  said  Maryland. 

Q.  Well,  I  meant  the  suburban  zone.  Is  it  correct 
782  for  the  suburban  zone.  A.  Yes,  that  is  correct  for 
the  suburban  zone. 

Q.  Now,  what  is  this  rural  zone  that  you  refer  to  in 
The  Pepconian  on  page  7 — is  that  the  presently-existing 
rural  zone?  A.  Yes,  that  is  right. 

Q.  Is  that  replaced  by  your  proposed  urban  and  sub¬ 
urban  zone?  A.  Yes. 

Q.  As  of  the  time  this  was  written,  in  April  1950,  were 
there  two  zones,  a  suburban  zone  and  a  rural  zone.  A. 
There  were  two  residential  zones  beyond  the  urban  zone, 
the  suburban  zone  and  rural  zone,  but  the  commercial  rates, 
there  was  only  one  zone. 

Q.  Well,  so  far  as  the  residential  customers  are  con¬ 
cerned,  as  they  exist  now  under  your  presently-existing 
schedules,  there  are  two  zones,  suburban  and  rural,  is  that 
right?  A.  That  is  right. 

Q.  The  suburban  zone,  however,  under  the  existing  sched¬ 
ules  covers  much  more  of  Maryland  than  your  proposed 
suburban  zone,  is  that  right?  A.  No,  it  couldn’t  possibly 


because  we  combine  the  old  suburban  and  rural  zones  into 
our  proposed  suburban  zone.  So  the  existing  suburban 
zone  must  be  smaller  than  the  proposed  one. 

783  Commissioner  Spencer:  Is  that  correct?  You 
combine  the  suburban  and  rural  into  your  proposed 
suburban  ? 

The  Witness:  Yes. 

By  Mr.  Myse: 

Q.  Now,  you  pointed  out  in  that  same  issue  of  The  Pep - 
conian  that  for  the  same  reasons  that  you  had  given  for 
the  customers  in  the  suburban  zone,  customers  in  the  rural 
zone  are  located  even  further  out.  A.  That  is  right. 

Q.  Now,  what  reason  did  you  have  to  combine  the  exist¬ 
ing  suburban  zone  and  the  rural  zone  into  one  suburban 
zone?  A.  Because  we  believe  the  character  of  the  business, 
residential  business,  in  those  two  zones,  is  pretty  much 
alike.  There  is  very  little  difference  in  the  density — not 
enough  difference  in  density  to  warrant  having  two  sepa¬ 
rate  rates. 

Q.  There  are  no  customers  in  the  District  of  Columbia 
which  could  possibly  come  within  the  suburban  zone,  is  that 
correct?  A.  No,  sir. 

Q.  In  other  words,  they  are  all  in  Maryland.  A.  Yes, 
sir. 

Q.  Is  there  any  suburban  zone  in  Virginia?  A.  No. 

•  ••••••••• 

786  Q.  Wouldn’t  you  say  that,  generally  speaking,  the 
maintenance  personnel  who  maintain  distribution 

and  transmission  and  customer  appliances  in  Maryland 
have  to  travel  further  distances  to  do  that  work  than  they 
do  in  the  District  of  Columbia?  A.  Yes,  I  think  as  to  the 
distance  element,  yes.  I  think  they  would  travel  a  little 
farther. 

Q.  That  means  there  is  more  lost  time  incident  to  main¬ 
tenance  in  Maryland  of  that  character  than  there  is 

787  in  the  District  of  Columbia?  A.  I  don’t  think  so. 
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Q.  Well,  now,  they  have  to  travel  further,  do  they 
not,  to  get  to  and  from  the  job?  A.  That’s  true,  but 
there  are  other  factors  in  there  that  when  they’re  working 
in  the  District  of  Columbia,  in  the  downtown  areas  in  par¬ 
ticular,  they  have  traffic  congestion  problems  which  they 
don’t  have  in  Maryland,  so  they  can  work  more  efficiently 
in  Maryland  than  they  can  in  the  District  of  Columbia. 

Q.  Wouldn’t  a  man  who  originates  in  the  District  of 
Columbia  to  maintain  equipment  in  Maryland  be  faced  with 
the  same  traffic  problems  in  the  District  of  Columbia  that 
the  man  who  travels  in  the  District  of  Columbia  would? 
A.  I  don’t  mean  traffic  problems  as  to  his  traveling,  but  I 
mean  in  the  conduct  of  his  work  after  he  arrives  at  the 
scene  of  his  work. 

Q.  Well,  now,  you  recognize,  don’t  you,  that  my  question 
didn’t  have  anything  to  do  with  that?  It  had  to  do  with 
travel.  Now  confine  it  to  travel,  please.  A.  Oh.  I  didn’t 
understand  it  that  way. 

Q.  Now,  wouldn’t  the  travel  time,  the  lost  time  due  to 
traveling  to  and  from  a  Maryland  maintenance  project,  be 
greater  than  it  would  be  normally  for  the  District  of 
Columbia?  A.  I  said  it  was. 

788  Q.  Now,  in  that  connection,  that  is  an  extra  ele¬ 
ment  of  cost  of  serving  Maryland  customers  that 

you  wouldn’t  normally  have  in  the  District  of  Columbia? 
A.  That  is  an  element  of  cost  in  one  direction,  yes. 

•  *  .  *  *  •  •  •  *  •  • 

789  Q.  Now,  am  I  correct  in  understanding  that  for 
Virginia  the  figure  of  1.3  per  cent  appearing  on  page 

453  is  the  percentage  increase  for  all  customers  in  Virginia? 
A.  That’s  correct. 

Q.  Does  that  include  service  to  Virginia  Electric  Power 
Company?  A.  No,  because  there  was  no  change  in  the 
revenue  to  the  Virginia  Electric  and  Power  Company. 
That  1.3  per  cent  is  the  per  cent  increase  on  the  business 
that  was  affected  by  the  rate  change. 
*#•*•*#*•• 
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790  Q.  Now,  am  I  correct  in  understanding  that  the 
figure  of  7.1  per  cent  appearing  on  page  453  is  the 

percentage  increase  to  the  schedule  customers  only  in  the 
District  of  Columbia?  A.  That’s  right. 

Q.  Now,  what  is  the  comparable  percentage  increase  to 
all  customers  in  the  District  of  Columbia?  A.  For  the 
same  reason  I  don’t  have  that — the  same  reason  I  didn’t 
have  it  for  Maryland. 

Q.  Will  you  furnish  that  figure?  A.  Yes. 

Q.  Now,  Mr.  Main,  at  page -  A.  Excuse  me,  Mr. 

Myse.  I  believe  I  found  the  two  percentages  that  you 
want. 

Q.  All  right.  Let’s  have  them.  A.  The  per  cent  increase 
for  Maryland  is  4.6  per  cent. 

Q.  That’s  all  customers?  A.  All  customers.  And  for 
the  District  of  Columbia  11  per  cent. 

Q.  Thank  you. 

Now,  Mr.  Main,  will  you  refer  to  page  152  of  the 

791  transcript,  please?  Now,  there  you  are  referring 
to  these  master-metered  apartments,  and  you  state 

that  one  of  the  reasons,  as  I  understand  it,  for  making  the 
proposed  Schedule  LR  available  for  these  master-metered 
apartments  is  because  the  peak  demand  of  the  group  is  in 
the  evening  in  winter  and  therefore  off  the  system  power 
supply  peak.  Is  that  correct?  A.  I  don’t  think  I  said 
that.  If  I  did,  I  didn’t  intend  to  imply  such  a  reason. 

Q.  Well,  look  at  lines  14  to  16.  What  was  the  purpose 
of  making  that  statement  in  that  connection?  A.  Well, 
that  is  a  statement  of  fact,  but  in  that  answer  I  did  not 
intend  to  imply  that  that  was  the  only  reason  for  making 
that  schedule  available  for  master-metered  apartments. 

Q.  Well,  is  that  a  reason  or  isn’t  it?  A.  It’s  one  of  the 
reasons. 

Q.  Is  it  an  important  one?  A.  Yes. 

Q.  Well,  why  is  the  fact  that  the  peak  demand  is  in  the 
evening  off  the  system  peak  important?  A.  Because  the 
peak  demand  of  the  group  is  in  the  evening,  and  our  sys¬ 
tem  peak  is  in  the  daytime.  Therefore,  as  far  as  the  power 
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supply  system  is  concerned,  they  are  off  peak.  The  whole 
point  being  that  they  are  comparable  in  load  char- 

792  acteristics  both  as  to  the  time  of  the  peak  and  other 
characteristics  the  same  as  any  other  residential 

customer. 

Q.  What  is  there  about  an  off-peak  service  that  is  im¬ 
portant?  I  still  don’t  understand.  A.  The  fact  that  a 
given  group  of  customers  is  off  the  system  peak  tends  to 
lower  the  cost  of  furnishing  that  service. 

Q.  Is  that  because  of  the  lower  fuel  costs  in  off-peak 
times  as  you  mentioned  Friday?  A.  No,  it’s  because  of 
the  lower  power  plant  capacity  that  you  have  to  have  to 
carry  the  system  peak. 

Q.  Well,  but  fuel  costs  which  are  lower,  as  you  testified 
on  Friday,  is  also  a  factor?  Isn’t  that  correct?  A.  Well, 
we  only  consider  fuel  costs  as  average  fuel  costs. 

Q.  I  didn’t  ask  you  what  you  considered,  Mr.  Main.  I 
asked  you  whether  or  not  lower  fuel  costs  at  off-peak  hours 
is  another  factor.  A.  It  would  be  if  you  could  determine 
what  it  was. 

Q.  Well,  the  fact  is  that  fuel  costs  at  off-peak  periods  are 
lower,' are  they  not?  A.  Yes,  I’d  say  they  are  somewhat 
lower. 

Commissioner  Spencer:  Excuse  me.  You  mean  lower 
per  kilowatt  or  some  other  unit  or  total? 

793  The  Witness:  They  would  he  lower  per  kilowatt 
hour. 

By  Mr.  Myse: 

Q.  And  there  are  a  number  of  reasons  for  that.  One 
is  you  are  able  to  use  the  most  efficient  equipment  on  off- 
peak  periods?  A.  That’s  right. 

Q.  Another  is  you  probably  get  more  interchange  at 
lower  cost  during  off-peak  periods?  Is  that  right?  A.  I’m 
not  sure  about  the  interchange  part  of  it,  because  I  don’t 
have  to  do  with  the  operation  of  that  interchange  agree¬ 
ment. 
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Q.  Well,  if  you  do  get  interchange  at  off-peak  periods, 
wouldn’t  that  serve  to  lower  the  off-peak  period  cost?  A. 
Yes,  it  would. 

Q.  Now,  as  I  understand  it,  the  fact  that  this  group 
demand  comes  during  the  wintertime,  that  tends  to  lower 
the  costs  of  serving  that  group  because  your  peak  is  nor¬ 
mally  in  the  summertime?  Is  that  it?  A.  Insofar  as  the 
power  supply  portion  of  their  costs,  yes. 

Q.  That  is  your  system  power  supply  peak?  A.  That’s 
right. 

Q.  And  coming  in  the  winter  then,  you  would  say  that 
it  would  be  fair  to  allocate  less  of  the  demand  cost 
794  to  this  group  of  customers?  Is  that  it?  A.  That’s 
right. 

Q.  Now  will  you  refer  to  your  Exhibit  31.  Now,  first  of 
all,  as  I  understand  your  Exhibit  31,  you  did  not  in  any 
way  attempt  to  apportion  or  allocate  costs  to  the  Con¬ 
solidated  Gas,  Electric  Light  and  Power  Company?  A.  No. 

Q.  Nor  did  you  in  any  way  attempt  to  allocate  costs 
in  connection  with  the  service  to  the  Pennsylvania  Railroad 
Company?  A.  As  I  tried  to  make  clear  this  morning,  as 
far  as  I  know  Pennsylvania  Railroad  is  not  one  of  our 
customers. 

Q.  Mr.  Main,  I’m  sure  we’ll  get  along  much  faster  if  you 
answer  my  questions  first,  and  if  you  have  an  explanation, 
your  counsel  I’m  sure  is  very  competent  and  he  will  bring 
it  out  on  redirect  if  necessary. 

Mr.  Reilly:  I  appreciate  the  compliment,  but  we’ll  also 
get  along  better  if  he  doesn’t  argue  with  the  witness. 

By  Mr.  Myse : 

Q.  May  I  have  an  answer  to  my  question?  A.  May  I 
have  the  question? 

(The  reporter  read  the  question  as  follows:  “Nor  did 
you  in  any  way  attempt  to  allocate  costs  in  connection 
with  the  service  to  the  Pennsylvania  Railroad  Company?”) 
A.  That’s  right. 
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797  Q.  Now,  will  you  refer  to  Work  Sheet  1-9.  Now, 
there  you  have  shown  certain  kilowatts  which  you 

used  in  allocating  your  costs  between  the  various  classes 
of  costs  that  you  allocated,  have  you  not?  A.  That’s 

798  correct. 

Q.  Now,  let’s  take  the  item  of  22,500  kilowatts 
appearing  in  the  second  column  under  “Power  Supply” 
opposite  the  600-volt  system  for  the  railway.  Where  did 
that  figure  come  from?  A.  The  22,500  kilowatt  figure 
comes  forward  to  this  page  1-9  from  page  III-55. 

Q.  And  there  the  22,500  is  found  under  the  heading 
“Demands,  Kilowatts,  Average  Load,”  is  it  not?  A. 
That’s  right. 

Q.  Now,  that  22,500  is  the  average  of  31,300  peak  load 
in  kilowatts  and  13,700  base  load  in  kilowatts,  is  it  not? 
A.  That’s  right. 

Q.  How  did  you  get  the  13,700  base  load  kilowatts  for 
the  railway’s  600-volt  system?  A.  That  base  load  or  aver¬ 
age  load  is  obtained  by  dividing  59,559,000  kilowatt  hours 
by  8760  hours. 

Q.  So  in  reality  the  13,700  is  an  energy  factor,  is  it  not? 
A.  That’s  right. 

Q.  It  doesn’t  have  anything  to  do  with  demand  at  all, 
does  it?  A.  Well,  it’s  an  average  load,  but  it  has  its 
origin  in  energy. 

799  Q.  Well,  it’s  average  load  only  because  you  have 
divided  the  total  energy  during  the  year  by  the 

number  of  hours  in  a  year?  A.  That’s  right. 

Q.  It  doesn’t  have  any  relationship  to  actual  demands 
in  that  respect,  does  it?  A.  No. 

Q.  Now,  where  did  you  get  the  31,300  kilowatts  that  you 
list  as  the  peak  load  for  the  railway’s  600-volt  system  on 
that  page?  A.  That  is,  I  believe,  a  metered  demand. 

Q.  Is  that  your  answer?  A.  Just  a  moment.  I  want  to 
verify  that  for  you.  It  has  its  origin  in  a  metered  demand. 

Q.  Well, -  A.  It’s  with  a  percentage  added  to  it  for 

losses  to  bring  it  back  to  generation  level.  The  me¬ 
tered — 
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Q.  Will  you  tell  me  which  work  sheet  it  comes  from 
specifically?  A.  III-60.  Also  III-5S.  It  appears  on  both 
pages. 

Q.  Well,  there  is  a  slight  discrepancy  there.  In  III-58 
it  is  31,200  instead  of  31,300,  is  it  not?  A.  Well,  that  small 
difference  is  adjustment  that  I  mentioned  to  bring  it  back, 
bring  it  up  to  gross  generation  level. 

S00  Q.  Well,  on  III-58  it  shows  the  600-volt  railway 
svstem  gross  generated  peak  is  31,200,  does  it  not? 
A.  That’s  right. 

Q.  Now,  next  to  it  in  the  next  column  it  shows  31,300, 
but  there  is  no  heading  on  that  column.  A.  I  see  what  it 
is  now.  It’s  not  losses;  it’s  the  distribution  of  the  com¬ 
pany’s  use,  the  company-use  energy  and  peak,  the  use  by 
the  company  in  its  various  substations  and  other  operating 
facilities  in  carrying  on  its  business. 

Looking  at  III,  page  58,  in  the  gross  generation  column, 
you  will  see  the  last  item  is  company  use,  2.3  megawatts. 
And  the  figures  in  the  column  to  the  right  of  it  reflect  the 
distribution  of  that  2.3  megawatts  over  the  various  classes. 

Q.  In  other  words,  you  have  distributed  that  company 
use  to  customers  other  than  street  lighting  customers, 
Southern  Maryland  Co-op,  other  600-volt  customers,  cus¬ 
tomers  using  a  secondary  from  the  high  tension  lines,  the 
Edison  System — which  are  the  230-volt  customers  are  they 
not? — and  that’s  all?  A.  Not  by  intent,  no.  If  we  carried 
this  company  use  out  to  the  last  kilowatt  or  fraction  of  a 
kilowatt,  each  one  of  those  classes  that  you  have  enumer¬ 
ated  would  have  received  some  portion  of  that  2.3  mega¬ 
watts.  But  the  quantity  is  so  small  where  you  are 
801  only  carrying  them  down  to  one-tenth  of  a  mega¬ 
watt,  you  just  can’t  find  it. 

Q.  The  fact  is  you  didn’t  assign  any  of  that  company 
use  to  those  customers  I  have  named?  A.  That’s  right. 

Q.  Now,  page  III-60  shows  the  derivation  of  the  31,200, 
does  it  not?  A.  That’s  right. 

Q.  Now,  that  shows  that  you  derived  it,  as  I  understand 
it,  from  an  actual  metered  demand  of  24,490  kilowatts  by 


applying  certain  loss  factors.  Is  that  correct?  A.  That’s 
right. 

Q.  Where  did  you  get  the  loss  factors?  A.  They  are 
factors  that  are  determined  by  our  system  planning  divi¬ 
sion  from  an  analysis  of  the  annual  kilowatt  hour  genera¬ 
tions  and  sales. 

Q.  What  does  that  represent  in  terms  of  overall  loss — 
the  difference  between  24,490  and  31,200?  What  percent¬ 
age  is  that?  A.  That  would  be  12.2  per  cent. 

Q.  A  good  deal  more  than  that,  isn’t  it,  in  terms  of 
loss?  A.  Well,  perhaps  I  don’t  understand  your  question. 
The  efficiency  factor,  which  is  another  way  of  ex- 

802  pressing  losses,  is  .8213.  In  other  words,  82  per 
cent  of  your  generation  reaches  the  substation. 

Q.  Now  you’ve  added  another  factor  of  loss  in  addition 
to  the  82  per  cent  which  reaches  the  substation,  have  you 
not?  A.  That’s  right. 

Q.  What  is  that  other  factor?  A.  That’s  the  factor 
which  gives  effect  to  the  uses  of  electricity  in  the  power 
station  itself  for  the  operation  of  the  stations.  What 
we  call  “station  service.” 

Q.  Now,  combining  those  two,  what  is  the  efficiency 
factor?  A.  That  would  be  about  .726. 

Q.  Doesn’t  that  mean  there  is  something  like  27  per  cent 
loss?  A.  That’s  right — from  a  gross  generating  basis, 
ves. 

Q.  In  other  words,  you  assigned  27.4  per  cent  loss  in 
determining  the  peak  load  that  you  use  for  allocation  pur¬ 
poses  as  against  the  actual  measured  demands?  Is  that 
right?  A.  That’s  right.  That  is  the  loss  from  the  actual 
generator  output  to  in  this  case  the  substation — loss  or 
used  up  in  production  of  power. 

Q.  You  say  that  is  the  loss  between  the  amount  of 

803  kilowatts  generated  compared  with  the  kilowatts 
metered?  Is  that  it?  A.  That’s  right. 

Q.  Now,  what  were  the  actual  kilowatt  hours  generated 
for  the  first  six  months  of  1950  which  were  used  for  pur- 
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poses  of  the  railway?  Do  you  have  that  figure?  A.  The 
gross  energy  generated  for  the  transit  company’s  600-volt 
system  was  59,559,000  kilowatt  hours. 

Q.  What  were  the  metered  kilowatt  hours?  A.  46,226,- 

000. 

Q.  A  difference  of  13,333,000?  Is  that  right?  A.  That’s 
right. 

Q.  What  percentage  is  that  13,333,000  to  the  59,559,000? 
A.  22.4  per  cent. 

Q.  How’  was  the  59,559,000  kwh  figure  determined?  Or, 
just  a  moment.  That  w’as  the  figure  furnished  you  by 
someone  else,  wasn’t  it?  A.  That’s  right. 

Q.  Do  you  know  how  it  was  determined?  A.  The  59 
million  ? 

Q.  Yes.  A.  Just  a  minute.  Yes,  that  was  furnished  to 
us,  and,  I  believe,  was  the  result  of  taking  the  metered  kilo¬ 
watt  hours  at  the  substation  and  adjusting  it  for 
804  losses. 

Q.  Well,  again, -  A.  By  efficiency  factors. 

Q.  Well,  again,  the  59,559,000  is  not  a  measured  figure 
then,  as  I  understand  it?  A.  In  terms  of  kilowatt  hours, 
yes.  That  is  a  measured  figure. 

Q.  I  though  you  just  told  me  that -  A.  Oh,  I  beg  your 

pardon.  No.  I  w’as  thinking  of  the  46  million.  No,  the 
59,559,000  is  a  calculated  figure. 

Q.  Now  will  you  turn  to  III-56.  Am  I  right  in  assuming 
that  the  figure  opposite  600-volt  railway,  46,226,000  kilo¬ 
watt  hours,  is  not  a  measured  figure?  A.  I  believe  that 
is  a  billing  figure,  Mr.  Mvse. 

Q.  In  other  words,  that  is  the  figure  that  is  measured 
at  the  meters  at  the  substations?  Is  that  right?  A.  Yes. 
With  the  deductions  for  the  rail  tap  customers. 

Q.  In  other  wrords,  you  deduct  from  that  actual  metered 
kilow’att  hours  at  the  substation  the  number  of  kilowatt 
hours  measured  at  meters  on  the  premises  of  the  other 
600-volt  customers?  Is  that  right?  A.  Well,  now,  I  don’t 
know’  w’hat  kilow’att  hours  they  use  for  deductions,  whether 
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they  would  be  the  metered  figures  or  adjusted  metered  fig¬ 
ures,  but  a  deduction  is  made  from  the  substation 

805  metering  for  those  rail  tap  customers  to  arrive  at  the 
46,226,000. 

Q.  Now,  I  asked  you  a  question  this  morning  about  the 
adjustment  of  the  metered  amounts,  and  will  you  include 
in  that  in  your  answer  to  that  question  an  explanation 
of  whether  or  not  the  kilowatt  hours  are  also  adjusted? 
A.  Yes.  I  thought  you  included  in  your  question  this 
morning  kilowatt  hours  too. 

Q.  What  I  have  in  mind  is  whether  or  not  there  is  any 
adjustment  for  the  losses  between  the  two  metering  points. 
A.  Yes. 

Q.  Now,  referring  again  to  HI-56,  you  determine  an  av¬ 
erage  load  of  17,450  for  the  railway’s  600-volt  system  by 
the  same  process  of  using  the  average  base  load  and  a 
peak  load  of  24,300,  do  you  not?  A.  That’s  right. 

Q.  Now,  where  did  the  figure  of  24,300  come  from  shown 
as  the  peak  load  for  the  600- volt  system?  A.  That  comes 
from  page  III-60,  the  same  origin  as  the  figure  we  were 
talking  about  a  few  minutes  ago  on  generation.  In  other 
words,  that  24.49  or  24.5  megawatts  at  the  substation  level, 
with  a  deduction  of  200  kilowatts  for  the  commercial  cus- 

►  tomers — the  600-volt  direct-current  customers. 

806  Q.  Well,  how  did  you  determine  that  you  should 
deduct  200  kilowatts  for  the  other  600-volt  customers 

r  and  not  some  other  figure?  A.  That  is  an  estimated  de¬ 
mand  based  on  their  kilowatt  hour  consumptions. 

Q.  Well,  tell  us  how  you  arrived  at  that  estimate  based 
on  kilowatt  hour  consumptions.  A.  I  didn’t  estimate  it. 

Q.  Who  did?  A.  It  was  estimated  for  me. 

>  Q.  Well,  did  I  understand  that  you  don’t  know  how  it 
was  estimated?  A.  No,  other  than  it  was  by  taking  the 
kilowatt  hour  consumptions  of  those  rail  tap  customers 

#•  and  presumably  applying  a  load  factor  to  them. 

Q.  Well,  do  you  know  whether  that  was  done  or  not? 
A.  That  is  the  only  way  it  could  be  done.  We  have  no 

*  demand  meters  on  those  rail  tap  customers. 


r 
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Q.  My  question  is  do  you  know  whether  or  not  that  is 
the  way  it  was  done.  A.  I  can’t  tell  you  positively,  but 
it’s  the  only  way  I  can  think  of  that  it  could  be  done. 

Q.  The  answer  is  you  don’t  know  then?  A.  Right. 

Q.  I  would  take  it  you  wouldn’t  know  what  load 

807  factor  was  used  in  connection  with  that?  A.  No. 

Q.  Now,  how  was  the  figure  of  17,450  kilowatts 

used  in  allocating  your  costs?  A.  That  was  used - 

Commissioner  Spencer:  What  does  the  17,450  represent? 
The  Witness:  That  is  the  average  load  of  the  railway’s 
600-volt  DC  service. 

By  Mr.  Mvse: 

Q.  Actually  what  it  is,  to  be  more  accurate,  Mr.  Main, 
is  the  average  of  an  average  base  load  and  a  peak  load, 
isn’t  it?  A.  That’s  right. 

Q.  Now  will  you  answer  my  previous  question?  A.  Yes. 
That  was  used  to  allocate  the  electric  plant  and  other  ele¬ 
ments  of  cost  for  600-volt  direct-current  facilities  between 
the  Capital  Transit  Company’s  600-volt  service  and  other 
600-volt  customers. 

Q.  Didn’t  you  also  use  the  figure  of  22,500  to  allocate 
600-volt  facilities  between  the  railway  and  others?  A.  No. 
The  22,500  kilowatts  was  used  to  allocate  power  supply 
demand  costs  and  sub-transmission  costs. 

Q.  Before  we  leave  the  subject  of  peaks,  Mr.  Main,  will 
you  refer  to  III-60  again,  please?  As  I  understand  it,  that 
24,490  kw  is  the  maximum  half-hour  demand  during 

808  the  period  of  the  first  six  months  of  1950  by  the 
railway’s  600-volt  system?  A.  No,  by  the  whole  600- 

volt  system  and  the  commercial  part  is  deducted  later. 

Q.  Now,  what  hour  did  that  demand  occur?  On  Feb¬ 
ruary  3,  1950  I  take  it?  Is  that  right?  A.  That’s  right. 

Q.  What  hour  of  the  day?  A.  That  would  be  between 
5 :30  and  5 :45  p.  m. 

Q.  It  was  a  half-hour  demand,  was  it  not?  A.  It’s  a  half- 
hour  demand,  but  it  would  be  in  the  half-hour  ending  be¬ 
tween  5 :30  and  5 :45.  The  demands  in  the  tables  just  above 
it  are  15-minute  demands.  The  5 :30  demand  was  24,340  kil- 
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owatts,  and  the  5 :45  demand  was  24,640.  So  that  that  half- 
hour  demand  of  24,490  would  be  for  the  half-hour  ending 
sometime  between  5 :30  and  5 :45. 

Q.  Well,  now,  do  you  have  any  knowledge  with  respect 
to  the  demand  characteristics  of  the  customers  on  the  600- 
volt  system  other  than  the  railway  which  would  enable  you 
to  tell  whether  or  not  their  peak  demand  is  at  a  time  differ¬ 
ent  from  the  demand  of  the  railway  itself?  A.  I  have  no 
knowledge  by  virtue  of  metering  or  anything  of  that  sort, 
but  we  do  know  that  most  of  that  service  is  elevator  service, 
so  that  it  could  very  well  be  that  at  that  hour,  be- 

809  tween  5 :30  and  5 :45,  it  might  very  well  be  the  peak 
on  that  service  too.  That’s  my  assumption. 

*••*•**••* 

Q.  Turn  to  II-2,  please.  You  show  on  that  sheet, 
do  you  not,  that  there  is  no  construction  work  in 
progress  for  sub-transmission  property  for  Pentagon  and 
Virginia  Electric  Power  nor  the  Naval  Powder  Factory? 
Isn’t  that  correct?  A.  That’s  right. 

Q.  Now,  the  same  thing  is  true  when  you  look  at  1-2, 
is  it  not?  A.  That’s  right. 

Q.  You  do,  however,  show  on  that  sheet  a  total  of  269,177 
dollars  as  allocated  to  the  railway’s  600-volt  system  for 
construction  work  in  progress,  do  you  not?  A.  Yes. 

Q.  Now,  is  any  of  that  construction  work  in  progress 
needed  because  of  any  increased  load  on  the  railway’s 
600-volt  system?  A.  Could  I  have  the  figure  out.  of  the 
previous  question,  please? 

Q.  $269,177.  A.  No,  that  doesn’t  arise  from  any  increase 
in  load  on  the  part  of  the  railway  company. 

•  ••#****•• 

810  Q.  I  take  it  you  haven’t  allocated  any  of  the 

811  costs  incident  to  use  of  Capital  Transit  property  in 
this  exhibit  to  these  600-volt  customers  other  than 

the  600- volt  railway?  A.  No,  sir.  Excuse  me.  If  you’re 
talking  there  about  fixed  costs  attached  to  the  railway  com¬ 
pany-owned  property? 

Q.  That’s  right.  Fixed  costs.  That’s  correct.  A.  No. 
We  haven’t  allocated  any  of  that. 
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Q.  Nor  have  you  allocated  any  of  the  taxes  or  insurance 
incident  to  that  property?  A.  Only  the  taxes  which  we 
have  to  bear  arising  from  the  revenue  we  get  from  the 
transit  company.  Not  real  estate  taxes  or  anything  of  that 
sort. 

Q.  As  a  matter  of  fact,  Capital  Transit  is  required  to 
take  care  of  those  expenses?  A.  That’s  right;  yes. 

Q.  Nor  have  you  allocated,  as  I  understand  it,  either 
costs  incident  to  the  fixed  property  in  the  form  of  poles 
of  Capital  Transit  upon  which  certain  street-lighting  at¬ 
tachments  are  attached,  nor  have  you  given  any  credit 
in  the  Exhibit  31  to  Capital  Transit  for  the  use  of  those 
poles?  A.  There  were  no  allocations  or  credits  made  as 
such  in  here.  They  vrere  considered,  however. 

Q.  Well,  I  am  confining  my  question  to  credits. 

812  There  were  no  credits  given  to  Capital  Transit,  were 
there?  A.  Not  in  this  calculation. 

•Q.  Well,  there  were  no  such  credits  given  to  Capital 
Transit  on  the  calculation  appearing  on  II-5  as  well,  were 
there?  A.  No,  not  on  that  sheet. 

Q.  While  we  are  on  that  sheet,  look  at  the  administra¬ 
tive  and  general  expense  underneath  the  heading  “600- 
volt  facilities.”  There  is  an  item  of  $26,954.  How  did 
you  arrive  at  that  figure?  A.  The  administrative  and 
general  expense  amounting  to  $1,480,137  was  allocated 
over  all  of  the  items  in  proportion  to  the  operating  ex¬ 
penses,  or  rather  the  items  above  it,  exclusive  of  fuel  and 
interchange  power. 

Q.  Well,  that  amounts,  does  it  not,  in  the  case  of  600- 
volt  facilities,  to  approximately  27  per  cent  of  the  total 
operating  expenses  are  administrative  and  general?  Isn’t 
that  correct?  A.  That’s  correct.  It’s  the  same  percent¬ 
age  for  that  item  as  it  is  for  all  the  other  items. 

Q.  Now,  what  are  the  character  of  the  items  included 
in  administrative  and  general?  A.  They  include  all  of 
the  accounts  that  are  prescribed  by  the  Federal  Power 
Commission  classification  of  accounts  under  the  gen- 

813  eral  caption  of  “Administrative  and  General  Ex¬ 
penses.” 
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Q.  Well,  I’m  not  too  familiar  with  the  Federal  Power 
Commission  system  of  accounts.  Will  you  tell  us  the 
nature  of  those  items?  A.  I  don’t  have  a  classification 
before  me,  but  they  consist  of  general  office  salaries,  ex¬ 
penses,  the  salaries  of  the  officers  of  the  company,  insur¬ 
ance,  pensions,  legal  expenses,  and  the  operation,  or  rather 
maintenance  expenses,  on  the  general  plant.  And  a  num¬ 
ber  of  other  small  items  I  can’t  recall. 

Q.  You  mean  operation  and  maintenance,  for  example, 
under  office  building?  A.  Yes. 

Q.  Now,  taking  officers’  salaries  for  example,  do  you 
think  they  spend  27  per  cent  of  their  time  supervising 
the  600-volt  service?  A.  No,  I  wouldn’t  think  they  would. 
But  I  have  no  way  of  knowing  how  they  spend  their  time. 

Q.  But,  in  other  words,  you  haven’t  made  any  time 
analysis  of  the  administrative  and  general  items  such  as 
salaries  to  determine  whether  or  not  on  a  time  basis  they 
spend  that  much  time?  That  is,  27  per  cent?  A.  No. 

817  Q.  If  you  will  do  that,  take  any  short  cuts  you 
wish  on  it. 

Now,  as  I  gather  from  your  testimony  this  afternoon, 
you  have  allocated  your  costs  on  a  basis  of  this  average 
load  which,  as  we  said,  was  based  on  an  average  of  two 
other  figures,  one  of  which  was  a  peak  load  arrived  at 
after  giving  consideration  to  losses  which  someone  has 
furnished  you.  Now,  the  peak  loads  that  you  use  in  that 
connection  were  all  what  is  known  as  “non-coincident  peak 
demands,”  were  they  not?  A.  That’s  right. 

Q.  And  that  means  demand  of  various  groups  that  you 
divide  them  into  when  added  together  add  up  to  a  total 
more  than  the  actual  greatest  demand  on  your  system? 
A.  That’s  right. 

Q.  And  that  is  because  of  the  diversity  of  the  demands? 
A.  Yes. 

818  Q.  That  means  they  come  at  different  periods  of 
the  day?  A.  Yes. 

Q.  Different  periods  of  the  year?  A.  That’s  right. 
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823  Q.  Mr.  Main,  the  method  you  used,  that  is,  using  the 
average  demand  as  you  used  it,  dividing  the  kilowatt 

hours  by  the  number  of  hours  in  the  year,  gives  no  weight 
to  differences  in  costs  which  may  arise  during  different 
periods  of  time,  such  as  the  off-peak  period,  does  it? 
A.  If  I  understand  your  question  correctly,  I  think  it  does. 

Q.  Well,  dividing  the  total  number  of  kilowatt  hours  in 
a  year  by  the  number  of  hours  in  a  year  means  that  every 
unit  of  average  demand  is  assigned  the  same  weight  in 
allocating  cost,  does  it  not?  A.  In  allocating  that  portion 
of  the  cost? 

Q.  That’s  correct.  A.  That’s  right. 

Q.  To  that  extent,  you  do  not  give  any  weight  to  differ¬ 
ences  in  costs  arising  out  of  different  periods;  is  that  right? 
A.  Well,  not  in  that  half  of  the  allocation.  It  is  the  other 
half  of  the  allocation. 

Q.  I  vrasn’t  speaking  of  the  other  half  yet.  A.  That’s 
right. 

Q.  In  that  half,  that  is,  where  you  use  the  average  de¬ 
mand,  you  give  no  weight  to  differences  in  cost 

824  during  different  periods?  A.  That’s  right. 

Q.  When  you  come  to  the  other  half,  that  is,  using 
the  non-coincident  peak  demands,  that  means,  does  it  not, 
that  every  kilowatt  of  demand,  regardless  of  whether  it 
occurs  at  the  time  of  the  system  peak  or  not,  is  given  the 
same  weight;  is  that  correct?  A.  That’s  right. 

Q.  Now,  I  believe  it  was  on  page  665  that  you  spoke 
of  the  approval  of  your  method  by  the  Federal  Power 
Commission,  Virginia  Commission,  and  Maryland  Com¬ 
mission.  Can  you  furnish  us  with  copies  of  orders  of 
those  respective  commissions  showing  therein  that  they 
did  specifically  approve  your  method?  A.  I  didn’t  say 
that  they  approved  the  method. 

•  ••••••••• 

827  By  Mr.  Leeman : 

•  ••••••••• 

831  Q.  Six  and  nine-tenths  percent.  Now,  we  have 
been  talking  about  the  overall  picture.  I  am  wondering 
if  you  could  tell  me  this :  According  to  this  bill  that  I  have 
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here,  the  present  reading  of  the  meter  was  4440,  and  the 
previous  reading  was  4350,  and  that  was  the  use  of  90 
kilowatt  hours.  This  is  a  residential  bill.  The  charge  for 
that  was  $2.60,  and  it  says  5  cents  of  it  was  for  sales  tax. 
Now,  what  was  the  cost  to  the  company,  the  total  cost,  for 
furnishing  that  current  to  that  customer?  A.  I  can’t 
answer  that  question. 

Q.  Well,  from  all  of  these  calculations  that  you  have 
made,  would  you  be  able  to  estimate  the  total  cost  to  the 
company  for  furnishing  the  current  to  that  customer? 
A.  No,  sir. 

•  ••••••••• 

833  By  Mr.  Kirby: 

##•####*•• 

834  Q.  In  view  of  your  previous  answers,  in  your 
opinion  which  figures  on  revised  page  3  of  Exhibit 

31  show  the  proper  relative  amounts  to  be  obtained  from 
street  lighting,  600  volt  service,  high  voltage  service,  and 
low  voltage  service?  A.  Well  the  cost  study  as  calculated 
indicates  that  $3,259,000  should  be  realized  from  the  high 
voltage  service  for  that  six  months’  period.  For  the  rail¬ 
way  600  volt  direct  current  service,  about  $794,000,  and  for 
street  lighting,  $946,000. 

Q.  Now  what  about  the  low  voltage?  A.  The  low  volt¬ 
age,  $14,240,000. 

Q.  Would  your  proposed  rates  as  shown  on  Exhibit  15 
obtain  revenue  in  the  proportions  shown  by  your  Exhibit 
31,  that  is,  the  figures  which  you  have  just  given  me? 
A.  No,  sir.  The  rates  as  proposed  in  Exhibit  13  will 
produce — I  am  reading  now  from  page  3  of  Exhibit  No. 
31 - 

Commissioner  Spencer:  Which  revision?  What  date? 
The  Witness :  I  beg  your  pardon.  I  was  reading 

835  from  the  original  sheet.  I  would  like  to  correct 
those  figures  I  gave  you  just  now,  substituting  these : 

For  low  voltage  service,  $14,222,000;  high  voltage  service, 
$3,254,000;  railway  600  volt  direct  current  service,  $793,- 
000;  street  lighting,  $946,000.  Now,  the  revenue  from  the 
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rates  proposed  under  Exhibit  15,  as  revised,  would  pro¬ 
duce  in  the  same  order  $14,596,000,  $2,934,000,  $748,000, 
and  $931,000. 

Q.  Now,  Mr.  Main,  if  the  study  does  show  the  amounts 
of  revenue  to  be  collected,  why  didn ’t  you  adjust  or  modify 
your  proposed  rates  after  you  made  the  cost  study  so  that 
those  amounts  would  he  collected?  A.  Because  we  don’t 
believe  that  the  cost  study  should  be  used  as  a  basis  for 
fixing  rates.  It  is,  as  I  pointed  out  in  my  direct  testimony 
earlier,  merely  a  guide.  It  is  not  sufficiently  accurate  to 
base  rates  on. 

Q.  So  then  the  amounts  on  column  7  of  Exhibit  31,  page 
3  revised,  do  not  properly  show  the  amounts  that  should 
be  collected  from  each  of  the  given  classes  under  proper 
rates?  A.  No.  As  I  said  in  answer  to  your  original  ques¬ 
tion,  those  are  the  amounts  that  are  indicated  by  the  cost 
study  to  be  the  cost  of  furnishing  the  service. 

Q.  But  now  will  you  tell  me  whether  or  not  in  your 
opinion  they  form  a  basis  for  establishing  rates,  even 
relative  rates,  between  the  classes  shown  on  this  exhibit? 

A.  I  don’t  think  the  cost  study  should  be  used  as  a 
836  basis  for  fixing  rates.  I  will  just  repeat  again: 

It  is  an  indication  of  the  region  in  which  the  reve¬ 
nues  from  the  rates  ought  to  be.  There  are  oftentimes 
other  elements  to  be  considered  in  fixing  rates  besides  ac¬ 
tual  cost. 

Q.  Do  I  understand  that  you  are  saying  it  does  show 
the  relative  amounts  that  should  be  collected  under  proper 
rates?  A.  No,  I  don’t  think  I  would  say  that  it  shows  the 
relative  amounts  that  should  be  collected.  It  is  merely 
the  result  of  a  mathematical  calculation,  using  certain 
assumptions  and  for  whatever  value  that  calculation  is  to 
you.  The  main  usefulness  of  any  cost  study  lies  in  its 
trend  value.  If  you  make  a  cost  study  every  year,  and  each 
year  the  cost  study  is  made  the  same  way  and  with  the 
same  assumptions,  those  studies  do  have  a  value  in  that 
they  indicate  a  trend  for  each  of  the  various  classes  that 
you  are  considering,  but  that  is  about  as  far  as  I  think  the 
cost  study  goes  in  its  usefulness. 

•  ••••••••• 
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James  H.  Ferry  resumed  the  stand  and  testified  further 
as  follows: 

837  Redirect  examination  ( Resumed ) 

By  Mr.  Reilly: 

###*#*#*•* 

Q.  Mr.  Ferry,  on  pages  559  to  563  of  the  transcript  Mr. 
Myse  asked  you  a  number  of  questions  about  proposed 
future  expenditures  for  plant  additions,  for  production, 
transmission,  and  distribution  needs,  for  which  the  ex¬ 
penditure  estimates  were  broken  down  according  to  geo¬ 
graphical  areas.  Do  you  wish  to  clarify  your  answers  to 
those  questions? 

#*•#**##•• 

838  The  Witness :  The  answer  is :  Estimates  of  cost  of 
those  facilities  were  divided  according  to  geographi¬ 
cal  locations  of  the  facilities.  I  want  to  make  it  clear 
that  equipment  installed  in  Maryland,  Virginia,  or  the 
District  of  Columbia  serves  customers  in  areas  other  than 
where  the  equipment  is  located.  For  example,  facilities 
installed  in  Maryland  may  be  used  to  serve  customers  in 
the  District  of  Columbia  as  well  as  Maryland. 
**••*#•*•• 

841  Q.  On  page  575  of  the  transcript,  Mr.  Ferry,  you 
were  asked  the  approximate  proportion  of  the  Little 

842  Falls  substation  load  that  would  be  in  Maryland 
and  the  District  of  Columbia.  Can  you  furnish 

those  figures  now? 

Chairman  Flanagan:  Now  will  you  go  ahead  with  your 
answer,  Mr.  Ferry. 

The  Witness:  Well,  it  appears  that  approximately  50 
percent  of  the  Little  Falls  substation  load,  which  is  also 
the  transmission  line  load,  will  be  in  Maryland  and  about 
50  percent  of  it  in  the  District  of  Columbia. 

•  *•••••••• 

846  Q.  With  regard  to  the  questions  on  pages  589  and 
590  regarding  rentals  paid  to  Capital  Transit  Com- 
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pany  by  Pepco  in  the  amounts  of  $60  per  month  for  Ten- 
leytown  and  $65  per  month  for  Eckington,  given  by  me 
and  which  you  subsequently  adopted  at  Mr.  Myse’  sug¬ 
gestion  as  your  testimony  on  page  602,  do  you  have  any 
comments?  A.  Yes — the  figure  of  $60  a  month  or  $720  a 
a  year  for  Tenleytown  and  $65  a  month  or  $870  a  year  for 
Eckington  is  correct  in  so  far  as  actual  rental  is  concerned. 
But  we  also  reimburse  the  Capital  Transit  Company  for 
the  real  estate  taxes  on  these  substation  properties.  In 
the  case  of  Tenleytown  Sub  the  taxes  amount  to  $366.15 
a  year  and  at  Eckington  the  taxes  are  $738.8S  per  year. 

Q.  Mr.  Ferry,  this  morning  Mr.  Myse  asked  Mr.  Main 
if  he  could  tell  him  the  way  the  charges  are  figured  for 
interchange  energy.  Can  you  throw  any  light  on  that  sub¬ 
ject?  A.  Well,  for  all  energy  received  by  us  from  Balti¬ 
more  we  pay  10  percent  less  than  our  computed  incre¬ 
mental  cost;  that  is,  what  it  would  have  cost  us  to  gener¬ 
ate  it.  For  power  sent  to  Baltimore,  we  receive  10  per¬ 
cent  more  than  our  incremental  costs,  with  the  exception 
of  hydro.  If  we  receive  hydro  from  Baltimore  we  get  a 
discount  of  30  percent  from  what  our  own  costs  would  be. 

Mr.  Reilly :  That  is  all. 

847  Cross-examination  ( Resumed ) 

By  Mr.  Myse : 

Q.  Mr.  Ferry,  the  hydro  energy  that  you  receive  from 
Baltimore  upon  which  you  get  a  30  percent  discount,  as  I 
understand  it,  is  generated  either  at  the  plant  of  the  Penn¬ 
sylvania  Water  and  Power  Company  at  Holtwood  or  at 
the  Safe  Harbor  Water  Power  Corporation  at  Safe  Har¬ 
bor,  isn’t  that  correct?  A.  I  would  think  it  was  gener¬ 
ated  probably  entirely  at  Safe  Harbor. 

Q.  Well,  in  any  event  it  is  by  one  or  the  other  of  those 
two  companies.  A.  One  or  the  other,  yes,  sir. 

Q.  WTien  you  speak  of  computed  incremental  generating 
costs,  what  items  are  included?  A.  I  don’t  know  whether 
I  could  tell  you  all  that,  Mr.  Myse,  or  not.  I  attempted 
to  look  it  up  at  noontime  but  I  haven’t - 
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Q.  I  don’t  ask  for  all  the  details.  A.  Well,  it  would 
include  coal,  for  example. 

Q.  Fuel?  A.  Yes. 

Q.  What  else?  A.  And  oil  used  for  fuel.  There  is  an 
item  of  turbine  maintenance  and  boiler  maintenance, 

848  which  is  computed  on  a  basis,  I  believe,  of  so  much 
per  ton  or  100  tons  of  coal  handled;  the  cost  of 

wear  and  tear  on  coal-handling  machinery.  I  could  have 
that  gotten  for  you,  but  I  can’t  remember  all  the  details. 

Q.  I  would  like  to  have  you  just  give  us  the  items — 
never  mind  the  detail  of  it — the  character  of  the  items 
which  go  to  make  up  this  incremental  generating  cost. 
A.  You  mean  now? 

Q.  Well,  if  you  can  do  it  later.  A.  I  don’t  believe  I  can 
do  it  now,  Mr.  Myse. 

Q.  All  right,  some  other  time.  Now,  as  I  understand 
it,  these  interchange  revenues  that  you  receive  from  Balti¬ 
more  or  which  are  credited  to  Baltimore,  depending  on 
whether  interchange  energy  is  received  or  sent,  change 
from  hour  to  hour,  do  they  not?  A.  Yes,  sir. 

Q.  When  Baltimore  has  need  for  your  energy  you  make 
arrangements  in  advance,  a  short  time  in  advance,  and 
quote  an  incremental  cost,  do  you  not?  A.  Yes. 

Q.  And  they  vary  depending  on  the  time  of  day  when 
the  energy  is  transmitted,  is  that  correct?  A.  Well,  the 
time  of  day  probably  has  some  indirect  effect,  but  it  really 
relates  to  the  type  of  equipment  that  is  used  to  fur- 

849  nish  them,  the  boilers  and  turbines  that  are  being 
operated  for  that  purpose. 

Q.  Well,  that  is  what  I  had  in  mind.  In  the  nighttime, 
for  example,  and  off-peak  periods  you  use  the  more  effi¬ 
cient  equipment  and  therefore  you  have  lower  cost  quoted 
to  Baltimore,  is  that  correct?  A.  Yes,  sir. 

Q.  And  the  same  thing  would  be  true  when  you  are  re¬ 
ceiving  energy  from  Baltimore,  since  it  is  based  on  your 
own  incremental  cost,  is  that  correct?  A.  Well,  it  would 
be  based  on  the  machine  which  we  would  otherwise  have  to 
use  to  generate  that  power. 
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Q.  And  on  off-peak  periods  you  would  be  using  the  most 
efficient  machinery.  A.  Right. 

857  Chairman  Flanagan:  An  offer  was  made  of  the 
Pepco  exhibits  last  evening.  Are  there  any  objec¬ 
tions  to  their  receipt  in  evidence? 

•  *•###*#•# 

S60  Mr.  Await:  I  might  say  for  the  Commission’s 
information  on  those  exhibits  that  Exhibit  1  is  the 
qualifications  of  Mr.  Ferry,  Exhibit  13  is  the  qualifications 
and  history  in  connection  with  Mr.  Main,  Exhibits  41  and 
41-A  are  the  power  contract  and  the  amendment, 
861  and  Exhibit  42  is  a  unification  agreement. 

We  do  object,  however,  to  Exhibits  2  through  12, 
14  to  33,  inclusive,  and  35,  on  the  grounds  that  such  ex¬ 
hibits  cannot  and  do  not  give  any  basis  for  an  increase  in 
local  rates  for  the  District  of  Columbia. 

Now,  as  to  specific  exhibits,  we  object  to  the  exhibits 
testified  to  bv  Mr.  Dunn,  Exhibits  5  through  12,  inclusive, 
because,  first,  so  far  as  they  show  forecasts  of  kilowatt 
hour  sales  and  revenues  which  appear  in  all  exhibits,  such 
forecasts  are  composite  judgments  and  not  Mr.  Dunn’s 
judgment.  And  in  this  connection  I  refer  to  page  8  of 
Exhibit  12  for  the  statement  there;  also  to  Mr.  Dunn’s 
cross  examination  and  testimony  in  regard  to  that  matter 
on  transcript  page  103  where  Mr.  Dunn  was  unable  to 
give  even  the  names  of  those  who  gave  this  composite  judg¬ 
ment  and,  therefore,  we  are  unable  to  cross  examine  them. 

I  also  object  to  these  exhibits  on  the  basis  that  so  far 
as  they  involve  forecasts  of  revenue  and  expenses  they 
are  based  on  engineering  judgment  of  others,  not  upon 
Mr.  Dunn’s  judgment,  who  did  not  make  such  forecasts. 
In  that  connection,  I  refer  you  to  page  9  of  Exhibit  12 
under  the  heading  of  “Fuel  and  Interchange  Cost.”  And 
with  respect  to  such  exhibits  as  they  involve  labor  and 
other  expense  forecasts,  they  were  not  Mr.  Dunn’s  fore¬ 
casts  but  others’,  and  I  refer  in  this  connection  to  page  9 
of  Exhibit  12. 
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862  I  also  object  to  these  exhibits  because  we  believe 
they  are  not  reliable  and  cannot  be  relied  on  by  the 

Commission  and  give  no  basis  in  supporting  the  case  be¬ 
cause  they  were  so  full  of  errors.  In  this  connection  I  call 
your  attention  to  Mr.  Harrison's  cross  examination  on 
September  25th  of  Mr.  Dunn,  16  pages,  transcript  270  to 
287,  where  he  brought  out  152  errors.  Exhibit  5  had  5 
errors;  Exhibit  6,  55;  Exhibit  9,  56;  Exhibit  10,  22;  Ex¬ 
hibit  11,  8;  and  Exhibit  12,  16. 

Also  in  that  connection  I  call  your  attention  to  Mr. 
Dunn’s  testimony  on  page  276,  lines  3  to  7,  in  connection 
with  some  of  the  corrections  where  he  said:  “These  cor¬ 
rections  with  which  we  agree  would  affect  other  exhibits 
in  which  we  have  used  equity  capital  figures.” 

I  also  object  to  Exhibit  8  as  being  indefinite  and  will 
not  support  the  case  because,  as  shown  by  Mr.  Harrison’s 
cross  examination,  transcript  508  to  511,  and  also  by  Mr. 
Dunn ’s  statement,  that  is  not  based  on  any  study  or  survey 
that  he  made.  Transcript  323. 

I  also  object  to  Exhibit  9  as  being  vague  and  indefinite 
and  not  supporting  anything  in  this  case.  And  I  call 
attention  to  the  cross  by  Mr.  Harrison,  transcript  511  to 
526,  and  the  answer  to  Commissioner  Spencer  on  transcript 
page  526. 

I  object  to  Exhibit  17,  which  is  an  exhibit  put  in 

863  by  Mr.  Main,  because  the  forecasts  in  this  exhibit 
as  to  costs  are  not  valid  as  shown  by  the  cross 

examination  of  Mr.  Dunn  by  Mr.  Harrison  on  the  basis 
of  the  percentage  of  revenue  method,  transcript  297.  I 
believe  it  starts  at  289.  In  which  Mr.  Dunn  admits  an 
error  of  somewhere  around  $800,000  or  more. 

This  is  also  true  as  regarding  Exhibit  18,  and  I  object 
to  that  exhibit  on  the  same  ground. 

Exhibit  20  as  amended.  Mr.  Main  assumed  an  increase 
in  cost  to  Capital  Transit  and  then  tried  to  prove  such 
cost  by  application  of  a  newly  proposed  high-voltage  rate 
schedule.  See  transcript  197.  I  say  that  this  exhibit  is 
no  good  so  far  as  supporting  this  case  is  concerned. 
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I  object  to  Exhibit  21  on  the  ground  that  the  forecasts 
are  not  valid  in  view  of  the  cross  examination  of  Mr.  Dunn 
by  Mr.  Harrison,  which  is  the  same  examination  I  referred 
to  in  regard  to  Exhibits  17  and  18  on  the  percentage  of 
revenue  method  of  forecasting  cost,  and  also  because  this 
exhibit  is  based  upon  composite  judgment,  and  those  mak¬ 
ing  the  composite  judgment  are  not  known,  and  cross 
examination  is  not  possible. 

I  object  to  Exhibit  23  because  it  is  not  relevant.  What 
happened  in  other  cities  has  no  bearing  on  rates  in  the 
District  of  Columbia. 

I  object  to  Exhibit  24  on  the  basis  that  this  ex- 

864  hibit  has  no  meaning  and  it  is  full  of  errors,  in  view 
of  the  cross  examination  by  Mr.  Kirby  starting  on 

page  461  and  ending  on  page  466,  and  the  cross  of  October 
20th  at  page  702  to  715. 

I  join  in  the  objection  made  by  Mr.  Kirby  to  Exhibits 
31  and  31-A.  Without  going  into  all  of  the  details,  the 
exhibits  are  not  responsive  to  the  Commission’s  directive, 
are  prepared  only  for  a  period  of  six  months,  show  on  the 
face  they  cannot  be  used  in  determining  rates  in  the  future. 
And  the  Commission  is,  of  course,  fixing  rates  for  the 
future.  It  has  been  admitted  by  the  witness,  not  only  on 
the  face  but  in  cross  examination,  particularly  transcript 
835,  that  they  cannot  be  used  as  a  basis  for  fixing  rates. 

I  object  to  Exhibit  33  since  it  has  nothing  to  do  with 
the  merits  of  the  case  and  clutters  up  the  record.  It  is  not 
evidence.  It  is  merely  a  statement  of  certain  material 
that  was  furnished  Capital  Transit  Company.  It  is 
not  supported  by  any  witness. 
#*•#»*#*•• 

Mr.  Leeman :  If  the  Commission  please,  I  want  to  renew 
our  objections  to  Exhibits  8,  9  and  10  and  page  1  of  Ex¬ 
hibit  11  on  the  ground  that  I  stated  before,  that  they  are 
offered  for  the  purpose  of  justifying  a  higher  rate 

865  of  return  than  5*4  per  cent  as  provided  in  the  sliding 
scale,  which  is  not  in  issue  here.  And  as  my  au- 

thoritv  I  want  to  cite  the  Formal  Case  379  in  which  the 

y 

Commission  said  that,  “The  question  of  rate  of  return 
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is  not  at  issue  in  this  proceeding.”  And  neither  is  it  in 
issue  here. 

**•*##*#** 

Chairman  Flanagan:  The  objections  are  overruled,  and 
the  exhibits  will  be  admitted  in  evidence  for  whatever 
value  they  may  have  to  the  Commission  in  its  deliberations. 

*•••#««#•# 

866  Mr.  Sparks:  Mr.  Chairman,  I  would  like  at  this 
time  to  renew  the  objection  which  we  made  on  August 

22nd  and  the  motion  to  dismiss  the  application  of  Pepco. 
As  wTe  pointed  out  at  that  time,  there  isn’t  a  shred  of 
evidence  in  this  record  to  permit  the  Commission  to  estab¬ 
lish  rates  for  the  District  of  Columbia.  Furthermore,  as 
Mr.  Kirby  has  pointed  out  and  Mr.  Await  and  as  has  been 
eloquently  pointed  out  by  Mr.  Main,  the  cost  study,  Ex¬ 
hibits  31  and  31-A,  wdiich  the  Commission  has  just  ruled 
on,  is  not  in  any  sense  a  compliance  with  the  direction  of 
the  Commission. 

This  motion  is  not  just  a  perfunctory  motion  for  the 
record.  You  will  recall,  as  Mr.  Kirby  pointed  out,  that 
on  August  22nd  the  Commission  directed  Pepco  to  put  in 
a  cost-of-service  study.  In  connection  with  that  direction, 
the  Chairman  stated  that  the  Commission  would  not  be  in 
a  position  to  make  a  final  decision  in  the  case  without  a 
cost-of-service  study.  The  reasonable  presumption  is  that 
the  Commission  meant  a  cost-of-service  study  that  would 
support  the  proposed  schedules  which  Mr.  Main  had  intro¬ 
duced. 

867  Now,  I  think  it  is  abundantly  clear  from  the  testi¬ 
mony  of  the  sponsor  of  that  so-called  cost-of-service 

study  that  it  does  not  support  any  schedule.  It  does  not 
support  any  rate.  Thus,  the  Commission  is  without  any 
evidence  to  support  the  proposed  schedules. 

The  Commission,  I  am  sure,  meant  that  evidence  would 
be  offered  here  by  Pepco  which  would  enable  the  Commis¬ 
sion  to  make  a  final  decision.  I  submit  that  on  the  record 
made  by  Pepco  itself,  there  is  no  valid  basis  for  deter- 
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mining  rates  insofar  as  those  rates  should  be  based  on  a 
cost-of-service  study.  And  Mr.  Main  did  not  hedge  at  all 
yesterday  when  he  said  that  this  cost  study  cannot  be  used, 
should  not  be  used,  to  base  rates  upon. 

I  therefore  move  that  the  application  be  dismissed. 

Mr.  Reilly:  Mr.  Chairman,  since  Mr.  Sparks’  original 
motion  is  just  the  same  with  a  little  more  verbiage,  I  won’t, 
like  before,  dignify  it  by  answering  it. 

Mr.  Sparks:  I  think,  Mr.  Chairman,  counsel  for  Pepco 
should  be  asked  to  explain  why  he  comes  in  here  with  a 
cost  study  which  the  Commission  requested  and  then  in 
the  same  breath  says  that  it  is  not  worth  the  paper  that 
it  is  written  on.  I  think  the  Commission  and  the  parties 
to  this  case  are  entitled  to  an  explanation  of  that  per¬ 
formance. 

Mr.  Reilly:  The  record  will  speak  for  itself,  if  the  Com¬ 
mission  please. 

868  Chairman  Flanagan:  The  motion  is  denied,  Mr. 
Sparks. 

V.  A.  McElfresh  was  called  as  a  witness  on  behalf  of  the 
Public  Utilities  Commission  and,  having  been  first  duly 
sworn,  was  examined  and  testified  as  follows: 

Direct  examination 
By  Mr.  Harrison: 

**•*#«##*• 

874  Q.  Mr.  McElfresh,  have  you  heard  the  testimony 
in  this  proceeding?  A.  Yes,  I  have. 

Q.  Have  you  reviewed  and  analyzed  the  exhibits  pre¬ 
sented  by  Mr.  Dunn  in  this  case?  A.  Yes,  I  have. 

Q.  As  a  result  of  that  review,  have  you  prepared  an  ex¬ 
hibit  which  would  supplement  the  information  contained 
on  page  3  of  Mr.  Dunn’s  Exhibit  5?  A.  Yes,  I  have,  Mr.  Har¬ 
rison. 

Q.  Does  that  exhibit  bear  the  caption  “Potomac  Electric 
Power  Company  Earnings  on  Common  Stock  Under  Exist¬ 
ing  Rates”?  A.  Yes,  it  does. 

Mr.  Harrison:  If  the  Commission  please,  I  ask  that  that 
exhibit  be  identified  as  No.  43. 


Chairman  Flanagan:  It  may  be  so  identified. 

(The  document  above  referred  to  was  marked  for  identifi¬ 
cation  as  PUC  Exhibit  43.) 

By  Mr.  Harrison: 

Q.  Mr.  McElfresh,  will  you  explain  Exhibit  43? 

875  A.  This  exhibit  covers  each  of  the  twelve-month  pe¬ 
riods  ending  during  the  years  1949,  1950  and  1951. 

The  amounts  available  for  common  stock  reflected  in  the 
first  column  of  figures  were  taken  directly  from  column  5 
of  page  3  of  Mr.  Dunn’s  Exhibit  5,  except  that  each  of  the 
twelve-month  periods  beginning  with  December  31,  1950 
and  ending  with  November  30,  1951,  have  been  increased 
by  $198,000  to  cover  the  transfer  of  the  balance  in  the 
Deferred  Credit  Account  to  income  during  the  month  of 
December  1950. 

This  was  done  by  reason  of  the  fact  that  it  is  evident 
that  with  continuation  of  the  present  rates,  the  earnings 
of  the  Company  would  fall  well  below  the  5%  per  cent 
basic  return  provided  for  in  the  sliding  scale  arrangement, 
and  this  fact  would  require  the  transfer  of  the  entire  bal¬ 
ance  in  the  Deferred  Credit  Account. 

The  next  two  columns  on  the  exhibit  reflect  the  earnings 
per  share  of  common.  The  first  of  these  two  columns  shows 
the  earnings  per  share  on  the  shares  outstanding  at  the 
end  of  each  of  the  periods  and  except  for  the  adjustments 
made  to  the  twelve-month  periods  from  December  31,  1950 
through  November  30,  1951,  are  identical  with  the  figures 
appearing  in  column  8  on  page  3  of  Mr.  Dunn ’s  Exhibit  5. 

Q.  Mr.  McElfresh,  the  figures  in  those  two  columns 
should  be  preceded  by  a  dollar  mark?  A.  Yes,  they 

876  should,  and  on  that  point  I  might  add  that  the  fig¬ 
ures  in  the  last  two  columns  are  percentage  figures. 

Q.  Proceed,  please.  A.  The  next  column  reflects  the 
earnings  per  share  on  the  average  number  of  shares  out¬ 
standing  during  the  period.  The  average  number  of  shares 
was  determined  on  a  monthly  basis  to  coincide  with  the 


dividend  requirements  of  the  new  issue  of  stock  in  May- 
1949  and  May  1950.  By  that  it  is  meant  that  the  stock 
issued  in  May  would  be  entitled  to  the  dividend  declared 
in  June  and,  therefore,  for  this  purpose,  it  was  considered 
as  having  been  issued  during  the  month  of  April  in  both 
1949  and  1950. 

To  be  a  little  more  specific,  one-twelfth  of  the  592,250 
shares  issued  in  May  1949  was  added  to  the  2,961,250  shares 
then  outstanding  to  arrive  at  the  average  number  of  shares 
outstanding  during  the  month  of  April.  During  the  month 
of  May  two-twelfths  of  the  new  issue  was  added,  and  dur¬ 
ing  June  three-twelfths  was  added,  and  so  on  until  the 
month  of  March  1950  which  reflects  the  total  shares  out¬ 
standing  at  3,553,500. 

The  same  process  was  used  with  respect  to  the  710,700 
shares  issued  in  May  1950.  This  computation  was  made 
in  order  to  reflect  the  fact  that  a  new  issue  of  common  stock 
does  not  have  the  immediate  depressing  effect  upon 
877  earnings  per  share  that  is  indicated  by  the  computa¬ 
tion  based  upon  the  total  number  of  shares  outstand¬ 
ing  at  the  end  of  the  period. 

To  illustrate  the  point,  earnings  for  the  twelve  months 
ended  May  31,  1949,  when  calculated  on  the  basis  of  the 
shares  outstanding  at  the  end  of  the  period  show*  earnings 
of  $1.04  per  share,  while  the  calculation  on  an  average 
basis  shows  $1.20  per  share.  Thus,  instead  of  a  decrease 
of  17  cents,  there  is  an  increase  of  1  cent  per  share  over  the 
previous  months’  per-share  earnings. 

The  pro  forma  calculation — that  is,  the  one  based  on  the 
number  of  shares  outstanding  at  the  end  of  the  period — 
has  its  place  to  show  the  most  possible  adverse  effect  of  a 
new  issue  of  securities,  but  it  does  not  show  a  true  picture 
of  the  earnings  in  relation  to  actual  dividend  payments. 

The  next  two  columns  on  the  exhibit  reflect  the  total 
amount  of  equity  capital  at  the  end  of  the  period  and  the 
average  during  the  period.  The  amount  of  equity  capital 
shown  in  the  column  captioned  “End  of  Period”  is  com- 
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parable  to  the  equity  capital  reflected  in  column  4  of  page 
2  of  Mr.  Dunn’s  Exhibit  6,  but  it  has  been  adjusted  to 
include  the  items  covered  by  the  cross-examination  of  Mr. 
Dunn  on  that  exhibit. 

The  average  equity  capital  for  each  of  the  twelve- 

878  month  periods  shown  in  the  next  column  was  de¬ 
veloped  by  weighting  the  monthly  changes  in  equity 

capital  in  the  same  manner  that  the  rate  base  is  weighted. 

The  next  two  columns  show’  the  percentage  return  on 
equity  capital,  the  first  one  being  the  relationship  of  the 
amount  available  for  common  to  the  equity  capital  at  the 
end  of  the  period,  and  the  next  column  being  the  same 
relationship  to  the  average  equity  capital  for  each  of  the 
periods. 

Q.  As  a  result  of  your  review  of  Mr.  Dunn’s  exhibits, 
have  you  prepared  an  exhibit  to  supplement  sheet  2  of  his 
Exhibit  11?  A.  Yes,  I  have. 

Q.  Is  the  exhibit  bearing  the  caption  “  Potomac  Electric 
Power  Company  Earnings  and  Earnings  Ratios  under  PUC 
Basic  Return,”  consisting  of  tw’o  schedules,  that  exhibit? 
A.  Yes,  that’s  correct. 

Mr.  Harrison:  I  ask  that  that  be  identified  as  Exhibit 
No.  44. 

Chairman  Flanagan:  It  may  be  so  marked. 

(The  document  above  referred  to  was  marked  for  identifi¬ 
cation  as  PUC  Exhibit  44.) 

By  Mr.  Harrison: 

Q.  Will  you  explain  Exhibit  44,  Mr.  McElfresh? 

879  A.  Sheet  1  of  this  exhibit  contains  essentially  the 
same  information  for  each  of  the  twelve-month  pe¬ 
riods  from  January  31,  1949  through  December  31,  1951-, 
as  that  showrn  on  page  2  of  Mr.  Dunn’s  Exhibit  11  plus 
earnings  per  share  of  common  stock  computed  on  the  aver¬ 
age  number  of  shares  outstanding  during  each  of  the 
periods. 

The  utility  operating  income  reflected  in  the  first  col¬ 
umn  of  this  exhibit  represents  5%  per  cent  of  the  rate 
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base  for  each  of  the  periods  and  has  been  revised  to  reflect 
the  adjustments  of  the  rate  base  due  to  weighting  changes 
during  the  twelve-month  periods  from  December  31,  1949 
through  November  30, 1950.  The  average  number  of  shares 
was  determined  in  the  manner  explained  in  the  previous 
exhibit,  No.  43.  Gross  income  and  the  amount  available 
for  common  has  likewise  been  adjusted  to  reflect  the  rate 
base  changes  referred  to  in  connection  with  utility  operat¬ 
ing  income. 

These  changes  have  been  carried  through  to  reflect  the 
effect  on  interest  coverages  and  earnings  per  share.  It  will 
be  noted  that  total  utility  operating  income  shows  a  con¬ 
stant  and  continuing  increase  which  is  to  be  expected  in 
view  of  the  growth  in  the  rate  base. 

The  exhibit  also  shows  that  earnings  at  the  level  of  the 
basic  return  on  the  rate  base  shows  a  fairly  continuing 
improvement  in  interest  coverage. 

880  It  also  shows  conclusively  that  in  spite  of  sub¬ 
stantial  increases  in  the  number  of  shares  outstand¬ 
ing  that  earnings  per  share,  when  computed  on  the  aver¬ 
age  number  of  shares  outstanding  for  each  of  the  periods 
to  coincide  with  dividend  payments,  remain  fairly  con¬ 
stant,  varying  from  a  low  of  $1.08  to  a  high  of  $1.19. 

Q.  In  that  connection,  Mr.  McElfresh,  should  the  fig¬ 
ures  in  the  last  two  columns  be  preceded  by  a  dollar  mark  % 
A.  Yes,  they  should,  Mr.  Harrison. 

It  is  pertinent  to  note  that  for  the  twelve  months  end¬ 
ing  December  31,  1951,  earnings  per  share  would  amount 
to  $1.15,  exactly  the  same  as  the  earnings  per  share  for 
the  twelve  months  ended  January  31,  1949.  During  this 
latter  period,  there  were  2,961,250  shares  outstanding,  and 
for  the  twelve  months  ending  December  31,  1951  the  aver¬ 
age  number  of  shares  expected  to  be  outstanding  would 
amount  to  4,447,410,  an  increase  of  approximately  51  per 
cent. 

I  think  the  exhibit  clearly  shows  that  with  earnings  at 
the  level  of  51/-)  per  cent  of  the  rate  base,  earnings  available 
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for  common  would  be  ample  to  meet  the  90-cent  dividend 
and  provide  accretions  to  surplus  ranging  from  20  to  32 
per  cent  of  the  dividend.  This  means  that  payout  ratios 
during  the  period  wmuld  range  from  approximately  83 
to  75  per  cent. 

881  The  exhibit  also  shows  that  the  dilution  in  earn¬ 
ings  indicated  by  a  pro  forma  computation — that  is, 

on  shares  outstanding  at  the  end  of  the  period  when  new 
shares  have  been  issued — does  not  actually  materialize.  In 
other  words,  the  growth  in  earnings  available  for  the  ad¬ 
ditional  shares  is  fairly  comparable  to  the  growth  in  shares 
of  common  stock  computed  on  the  average  basis,  the  basis 
upon  w’hich  dividends  are  paid,  in  spite  of  the  fact  that 
the  stock  issued  in  May  1949  and  May  1950  was  in  sub¬ 
stantial  part  for  construction  needs  which  were  not  imme¬ 
diately  reflected  in  the  rate  base. 

Sheet  2  of  this  exhibit  is  to  augment  or  complete  the 
data  on  earnings  on  common  stock  equity  at  the  PUC 
basic  return.  It  showTs  the  percentage  return  on  total  equity 
capital  weighted  for  each  of  the  periods  in  the  manner  de¬ 
scribed  in  presenting  the  previous  exhibit,  after  adding 
or  deducting  the  difference  in  income  at  basic  return  and 
at  present  rates. 

It  is  important  to  note  that  the  percentage  return  on 
►  equity  capital  is  in  all  cases  well  above  the  8  per  cent 
which  was  found  by  the  Commission  to  be  reasonable  in 
the  establishment  of  the  basic  return  of  5%  per  cent. 

Q.  That  column  on  the  second  sheet,  the  last  column  on 
the  second  sheet  of  Exhibit  44,  is  the  percentage 

882  column?  A.  That’s  the  percentage  column,  and  the 
per  cent  sign  should  be  added  to  those  figures,  Mr. 

Harrison. 

By  reference  to  Exhibit  43,  it  will  be  noted  that  the 
return  on  equity  capital  for  the  twelve  months  ended  April 
30,  1950,  immediately  prior  to  the  last  stock  issue,  was 
*  9.06  per  cent  on  the  average  for  the  period.  I  believe  the 

success  of  this  stock  issue  has  been  previously  referred  to 
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and  would  call  attention  to  the  fact  that  the  return  on 
equity  based  on  a  5^4  per  cent  return  on  the  rate  base,  for 
the  twelve  months  ending  April  30,  1950,  is  9.68  per  cent 
and  for  all  subsequent  periods  is  wrell  in  excess  of  the  9.06 
per  cent  return  of  April  1950  based  on  present  rates. 

This  leads  me  to  the  very  firm  conclusion  that  an  allow¬ 
ance  of  5*4  per  cent  on  the  rate  base  will  provide  sufficient 
return  to  cover  interest  and  preferred  dividends,  and  wrnuld 
provide  a  balance  representing  a  fair  return  on  equity 
capital  sufficient  to  insure  the  success  of  any  future  financ¬ 
ing  subject  of  course  to  unforeseen  factors  which  might 
adversely  affect  the  market. 

Q.  Mr.  McElfresh,  do  you  have  any  comments  with  re¬ 
spect  to  Mr.  Dunn’s  approach  to  the  problem  of  determin¬ 
ing  the  revenue  requirements  of  the  company  as  set  forth 
on  his  Exhibit  8?  That  is,  by  the  application  of  the  range 
of  514  to  6*4  per  cent  to  total  capitalization  to  de- 
883  termine  the  range  of  gross  income  required?  A. 

Yes.  In  the  first  place,  the  capitalization  of  the 
company  should  generally  closely  approximate  the  rate 
base,  and  in  the  absence  of  financing  construction  needs  in 
advance  this  situation  will  normally  prevail.  Therefore, 
a  percentage  return  on  total  capitalization  is  closely  akin 
to,  if  not  identical  with,  the  orthodox  rate  of  return  ap¬ 
plied  to  a  rate  base. 

In  all  recent  cases  before  this  Commission  where  the 
question  of  the  reasonable  rate  of  return  to  be  allowed  on 
the  rate  base  has  been  an  issue,  the  rate  of  return  has 
been  premised  upon  the  cost  of  debt  and  preferred  stock 
capital  and  a  reasonable  return  on  equity  capital  with 
the  latter  component  generally  being  governed  by  some 
consideration  of  earnings  price  ratios  and  dividend  price 
ratios  of  the  common  stock  of  the  utility  involved,  or,  in 
the  absence  of  a  market  therefor,  other  fairly  comparable 
utilities. 

In  other  words,  it  would  seem  that  a  percentage  return 
to  be  applied  to  total  capitalization  would  require  about 
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the  same  support  as  would  a  rate  of  return  to  be  applied 
to  a  rate  base. 

No  such  showing  has  been  made  in  support  of  the  range 
of  5*4  to  6M>  on  total  capital  advanced  by  Mr.  Dunn.  Fur¬ 
thermore,  as  I  understand  this  approach  by  Mr. 
S84  Dunn,  it  means  that  immediately  preceding  the  fi¬ 
nancing  the  return  on  the  total  capitalization  should 
approximate  6*4  per  cent  with  return  of  5*4  per  cent  imme¬ 
diately  after  consummation  of  the  financing. 

By  applying  this  approach  to  the  financings  which  were 
consummated  in  May  1949  and  May  1950,  6*4  per  cent 
return  on  total  capitalization  for  the  twelve  months  ended 
April  30,  1949  would  produce  gross  income  of  $7,319,000 
which  after  deduction  of  interest  and  preferred  dividends 
would  leave  $4,910,000  available  for  equity  capital.  This 
latter  amount  would  provide  a  return  of  14.7  per  cent  on 
the  average  equity  capital  of  $33,405,000  outstanding  dur¬ 
ing  this  twelve-month  period. 

Applying  the  51/,  per  cent  to  total  capitalization  for 
the  twelve  months  ended  May  31,  1949,  gross  income  would 
amount  to  $7,118,000,  and  after  payment  of  interest  and 
preferred  dividends  would  leave  $4,684,000  for  equity  capi¬ 
tal  which  in  turn  would  provide  a  return  of  13.9  per  cent 
on  the  average  equity  capital  of  $33,768,000  outstanding 
during  this  twelve-month  period. 

The  same  procedure  applied  to  the  twelve  months  ended 
April  30,  1950  and  the  twelve  months  ended  May  31,  1950 
would  show  a  return  of  14.1  per  cent  before  financing  and 
12.4  per  cent  after  financing  on  the  average  amount  of 
equity  capital  outstanding  during  each  of  these  two 
885  twelve-month  periods. 

It  should  also  be  noted  that  the  application  of  this 
yardstick — that  is,  the  614  per  cent  before  and  5*4  per 
cent  after  financing  on  total  capitalization — would  produce 
the  following  returns  on  a  weighted  rate  base: 

For  the  12  months  ended  April  30, 1949,  6.9  per  cent. 

For  the  12  months  ended  May  31,  1949,  6.6  per  cent. 

For  the  12  months  ended  April  30, 1950,  7.1  per  cent. 
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And  for  the  12  months  ended  May  31,  1950,  6.5  per  cent. 

Furthermore,  with  total  capitalization  during  the  test 
period  used  by  Mr.  Dunn  averaging  around  $145,000,000, 
a  variation  of  1  per  cent  in  the  gross  income  level  would 
amount  to  approximately  $1,450,000.  With  the  tax  rates 
now  in  effect  this  would  mean  a  variation  at  the  gross  reve¬ 
nue  level  in  excess  of  two  and  one-half  million  dollars. 
Such  a  range  is,  in  my  opinion,  entirely  too  broad  for  use 
in  fixing  rates  to  be  charged  for  electric  service. 

Q.  In  the  first  part  of  your  answer,  Mr.  McElfresh,  you 
stated  that  in  the  absence  of  financing  construction  needs 
in  advance,  capitalization  of  the  company  would  closely 
approximate  its  rate  base.  I  call  your  attention  to  Mr. 
Dunn’s  Exhibit  6  showing  Pepco’s  total  capitalization  and 
rate  base  in  graphic  form,  with  particular  reference  to 
the  fairly  wide  gaps  existing  during  1948,  1949  and  1950. 

In  view  of  your  statement,  do  you  have  any  com- 
886  ments  to  make  on  this  point?  A.  Yes.  The  fairly 
substantial  gaps  between  rate  base  and  total  capi¬ 
talization  during  the  years  1948,  1949  and  for  the  major 
part  of  1950  are  due  in  part  to  the  fact  that  the  rate  base 
does  not  include  the  property  owned  by  Braddock  Light 
and  Power  Company  during  the  years  1948  and  1949  and, 
due  to  weighting,  only  in  part  during  the  early  part  of 
1950,  while  capitalization  includes  the  money  advanced  to 
build  this  property. 

You  will  note  that  in  May  1951  the  gap  between  total 
capitalization  and  rate  base  is  at  a  minimum,  the  difference 
being  less  than  $3,000,000  with  the  rate  base  weighted. 
On  an  unweighted  basis  at  that  date,  the  rate  base  exceeds 
total  capitalization.  The  widening  of  the  gap  between  capi¬ 
talization  and  rate  base  in  June  1951  is  due  to  the  contem¬ 
plated  $10,000,000  bank  loan  which  as  indicated  by  the  line 
labeled  “Total  Property  and  Plant”  on  Exhibit  6  would 
not  be  fully  invested  in  property  and  plant  until  Decem¬ 
ber  1951.  This  wider  gap  at  June  1951  is  obviously  caused 
by  securing  capital  well  in  advance  of  construction  needs. 

The  widening  of  the  gap  between  capitalization  and  rate 
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base  reflected  in  May  1949  over  April  1949  and  in  May 
1950  over  April  1950  was  likewise  caused  by  the  financing 
consummated  in  May  1949  and  May  1950,  respec¬ 
tively. 

887  On  this  point  Exhibit  6  clearly  indicates  the  need 
for  serious  consideration  of  future  financing  on  an 

“as  needed”  basis  for  a  temporary  period,  with  the  perma¬ 
nent  financing  to  be  consummated  after  the  temporary 
funds  have  been  invested  in  plant  and  not  before. 

Another  factor  which  contributes  to  the  gap  between 
capitalization  and  rate  base  is  the  fact  that  the  rate  base 
is  weighted  and  the  capitalization  is  not.  If  capitalization 
were  weighted  in  the  same  manner  as  the  rate  base  the 
gap  between  the  two  lines  of  page  1  of  Exhibit  6  would 
be  considerably  smaller. 

Q.  Do  you  have  any  comments  with  respect  to  Mr. 
Dunn’s  other  method  of  determining  the  revenue  needs  of 
the  company  as  set  forth  on  his  Exhibit  9,  which  I  believe 
is  premised  upon  the  required  earnings  for  common  stock? 
A.  As  I  understand  this  approach  of  Mr.  Dunn,  it 
simply  means  that  it  is  his  opinion  that  revenues  for  the 
test  period  ending  June  30,  1951,  should  be  sufficient  to 
provide  earnings  equal  to  125  per  cent  of  the  dividend  re¬ 
quirement  at  the  current  rate  of  90  cents  on  not  only 
shares  outstanding  during  the  period  but  upon  852,840 
shares  of  common  stock  which  the  company  expects  to  issue 
in  November  1951. 

This  means  that  the  achievement  of  this  objective  would 
require  earnings  of  153  per  cent  of  the  dividend  re- 

888  quirement  on  the  shares  of  common  stock  outstand¬ 
ing  during  the  period.  Earnings  at  this  level  would 

provide  a  return  in  excess  of  11  per  cent  on  the  book  value 
of  the  stock.  With  the  stock  currently  selling  on  a  yield 
basis  of  6V2  per  cent,  earnings  in  excess  of  11  per  cent  are 
in  my  opinion  well  beyond  the  concept  of  a  reasonable 
return  on  equity  for  a  regulated  utility. 

Exhibit  9  shows,  based  on  payout  ratios  of  70  to  85  per 
cent,  required  gross  income  ranging  from  $9,545,000  to 


$8,368,000  after  financing.  Such  a  range  permits  a  varia¬ 
tion  of  $1,973,000  at  the  operating  revenue  level  as  indi¬ 
cated  by  a  comparison  of  columns  4  and  10.  The  opinion 
expressed  with  respect  to  the  variation  in  operating  reve¬ 
nues  under  the  percentage  of  total  capitalization  method 
of  Mr.  Dunn  is  likewise  applicable  here. 

There  is  one  other  point  wfith  respect  to  Exhibit  9.  It  is 
evident  that  an  80  per  cent  payout  after  financing  produces 
the  amount  of  gross  income  which  Mr.  Dunn  states  is  neces¬ 
sary  to  maintain  the  company  in  a  sound  financial  posi¬ 
tion  and  that  this  payout  ratio  is  given  predominant  weight 
in  the  determination  of  the  requested  increase  in  gross 
revenues  of  $3,500,000.  On  the  basis  of  an  80  per  cent 
payout  after  financing  the  90-cent  dividend  would  repre¬ 
sent  a  payout  of  only  65  per  cent  during  the  test  year 
ending  June  30,  1951.  This  figure  appears  a  little 
889  low  when  compared  with  the  dividend  payout  ratios 
reflected  immediately  prior  to  the  two  previous  com¬ 
mon  stock  financings  in  May  1949  and  May  1950. 

Mr.  Await:  Could  the  witness  go  a  little  slower,  please, 
Mr.  Chairman? 

Chairman  Flanagan:  All  right. 

The  Witness :  I  would  like  to  add  on  the  question  of  earn¬ 
ings  required  on  common  stock  that  this  matter  is  of  para¬ 
mount  importance ;  in  fact,  in  my  opinion,  it  is  the  keystone 
in  the  regulatory  process  of  balancing  the  interest  of  in¬ 
vestors  and  consumers,  whether  it  be  in  the  determination 
of  the  orthodox  rate  of  return  to  be  applied  to  a  rate 
base  or  the  more  direct  approach  used  by  Mr.  Dunn.  How¬ 
ever,  under  either  method,  to  fix  revenues  at  a  level  which 
would  provide  adequate  earnings  on  approximately 
$11,000,000  of  common  stock  not  yet  issued  would,  in  my 
opinion,  tip  the  scales  much  too  heavily  in  favor  of  the 
investor. 

By  Mr.  Harrison  : 

Q.  Have  you  prepared  an  exhibit  showing  the  net  in¬ 
come  and  return  earned  by  the  Potomac  Electric  Power 
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Company  for  the  year  1950?  A.  Yes,  I  have,  Mr.  Harri¬ 
son. 

Q.  Is  that  the  document  entitled  “Potomac  Electric 
Power  Company  Estimated  Net  Income  and  Return 

890  Earned,  Year  1950  (Eighth  Month  Actual — Pour 
Month  Estimated)”?  A.  Yes,  that  is  it. 

Q.  That  consists  of  three  schedules?  A.  Yes,  it  does. 

Mr.  Harrison:  I  ask  that  that  be  identified  as  Exhibit 
No.  45. 

Chairman  Flanagan :  It  may  be  so  marked. 

(The  document  above  referred  to  was  marked  for  identifi¬ 
cation  as  PUC  Exhibit  45.) 

By  Mr.  Harrison: 

Q.  Now,  will  you  explain  Exhibit  45,  Mr.  McElfresh? 
A.  Schedule  1  sets  forth  the  income  of  the  company  for 
the  calendar  year  1950  based  upon  eight  months’  actual 
figures  and  four  months’  estimated  figures  after  making 
certain  adjustments  thereto.  It  also  shows  certain  finan¬ 
cial  yardsticks  as  well  as  the  return  earned  on  a  weighted 
rate  base. 

Schedule  2  sets  forth  a  detail  of  the  adjustments  reflected 
on  Schedule  1.  And  Schedule  3  shows  the  development  of 
the  weighted  rate  base  for  the  period. 

Q.  Now,  will  vcTu  proceed  with  the  detailed  explanation 
of  the  exhibit  and  any  comments  you  have  in  respect  to 
what  is  there  shown?  A.  Schedule  1  shows  a  sum- 

891  mary  of  operating  revenues  and  operating  revenue 
deductions,  net  operating  revenues,  gross  income, 

interest  charges,  net  income,  preferred  dividends  and 
finally  the  amount  of  income  available  for  common  stock 
for  the  calendar  year  1950. 

The  figures  appearing  in  the  first  column  are  based  upon 
eight  months  of  actual  results  as  recorded  on  the  books 
of  the  company  and  the  company’s  forecast  for  the  last 
four  months  of  the  year.  This  forecast,  I  might  add,  has 
been  reviewed  in  considerable  detail  and  with  one  excep- 
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tion,  which  will  be  discussed  later,  appears  to  be  reason¬ 
ably  accurate.  The  forecast  figures  used  in  the  prepara¬ 
tion  of  this  exhibit  reflect  all  adjustments  made  thereto  by 
the  company  based  on  the  latest  information  available. 

The  second  column  sets  forth  three  adjustments  having 
a  net  effect  on  net  income  of  $266,239.  The  adjustments  are 
set  forth  in  detail  on  Schedule  2.  The  adjustment  of  $85,000 
to  operating  expenses  is  the  one  just  referred  to  in  con¬ 
nection  with  the  forecast  of  expenses  for  the  last  four 
months  of  the  year.  It  relates  to  the  following  groups  of 
expenses : 

Transmission  and  Distribution  Operation. 

Customer  Accounting  and  Collecting. 

Sales  Promotion. 

Administrative  and  General  Operations. 

892  Transmission  and  Distribution  Maintenance. 

Administrative  and  General  Maintenance. 

The  company’s  forecast  of  these  costs  for  the  four 
months,  September  through  December,  amounted  to  $2,- 
900,873,  and  as  Schedule  2  indicates,  this  amount  has  been 
reduced  by  $85,000.  This  reduction  is  premised  upon  a 
comparison  of  the  company’s  forecast  for  the  same  group 
of  accounts  for  the  months  January  through  August  1950 
with  actual  costs  for  the  same  period. 

This  comparison  shows  that  the  forecast  of  $5,677,657 
exceeded  the  actual  of  $5,494,570  for  this  period  by 
$183,087,  or  3.22  per  cent.  To  allow  some  leeway,  this 
percentage  was  rounded  to  3  per  cent  and  applied  to  the 
forecast  for  the  four  months  September  through  Decem¬ 
ber  of  $2,900, S73  which  indicated  an  adjustment  of  $87,026. 
This  amount  was  further  rounded  off  to  $85,000. 

The  next  adjustment  shown  on  Schedule  2  relates  to 
income  taxes.  Three  separate  items  make  up  the  total 
adjustment  of  $431,104  which  has  the  effect  of  increasing 
the  taxes  recorded  on  the  books  and  contained  in  the  fore¬ 
cast. 

The  first  of  these  three  adjustments  is  to  give  effect  to 
the  increased  tax  rates  provided  for  in  the  Revenue  Act 
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of  1950.  The  computation  of  the  tax  liability  at  the  new 
rates  indicates  a  total  liability  for  the  year  of 

893  $2,055,661  or  $195,159  more  than  the  tax  liability 
computed  at  existing  rates  without  giving  effect  to 

the  adjustment  of  operating  expenses.  The  new  rates  are 
23  per  cent  for  normal  tax  and  19  per  cent  for  surtax,  the 
taxable  income  in  both  cases  being  reduced  under  the  new 
law  by  33  per  cent  of  the  preferred  dividend  credit.  Nor¬ 
mal  tax  net  income  and  surtax  net  income  differ  only  to 
the  extent  of  the  surtax  credit  of  $25,000  per  annum. 

The  second  tax  adjustment  in  the  amount  of  $198,643 
is  to  eliminate  the  non-recurring  tax  savings  realized  as 
a  result  of  the  1950  financing.  This  adjustment,  in  so  far 
as  Federal  income  tax  is  concerned,  was  also  computed  at 
the  new  rates.  It  represents  42  per  cent  of  call  premium 
and  duplicate  interest  paid  as  a  result  of  the  redemption  of 
$20,000,000  worth  of  bonds  after  deducting  the  D.  C.  in¬ 
come  tax  thereon. 

The  third  adjustment  of  $37,302  is  to  give  effect  to  the 
increase  in  taxes,  at  the  new  rates,  resulting  from  the 
$85,000  reduction  in  estimated  operating  expenses  during 
the  months  September  to  December  inclusive. 

The  final  adjustment  is  the  elimination  of  the  duplicate 
interest  paid  in  connection  with  the  1950  financing  in  the 
amount  of  $79,865. 

Q.  You  have  stated  that  you  have  eliminated  the  dupli¬ 
cate  interest  paid  as  a  result  of  the  1950  financing, 

894  and  I  believe  you  also  stated  that  you  eliminated 
non-recurring  tax  savings  resulting  from  the  pay¬ 
ment  of  this  duplicate  interest  and  the  call  premium  on 
the  bonds  redeemed.  Will  you  elaborate  a  little  more  as 
to  the  reason  for  this  adjustment?  A.  Yes.  The  purpose 
of  the  income  statement  reflected  in  this  exhibit  is  to  show 
the  going  level  of  income  at  existing  rates.  To  do  this  it 
is  necessary  to  eliminate  substantial  non-recurring  items. 
The  payment  of  duplicate  interest  and  the  tax  savings  real¬ 
ized  from  the  1950  financing  as  well  as  the  call  premium  on 
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the  bonds  redeemed  are  extraordinary  items  of  a  non¬ 
recurring  nature. 

It  might  be  added  that  while  I  believe  both  of  these  ad¬ 
justments  are  proper  for  the  purpose  of  showing  the  level 
of  net  income  produced  by  the  existing  rate  schedule,  I  do 
not  believe  the  adjustment  to  exclude  the  tax  savings  real¬ 
ized  from  the  refinancing  should  enter  into  the  determina¬ 
tion  of  operating  income  under  the  modified  sliding  scale 
plan. 

Q.  Will  you  explain  why  you  do  not  believe  the  tax 
adjustment  should  enter  into  the  determination  of  operat¬ 
ing  income  under  the  modified  sliding  scale  plan?  A.  Yes. 
The  5*4  per  cent  return  allowed  under  the  modified  slid¬ 
ing  scale  plan  is  to  cover  the  cost  of  money  including  a 
reasonable  return  on  equity  capital  after  the  pay- 
895  ment  of  income  taxes.  It  follows  then  that  if  any 
tax  savings  realized  as  a  result  of  a  change  in  the 
cost  of  money  during  any  given  year  are  not  utilized  in 
the  determination  of  operating  income,  the  allowed  re¬ 
turn  would  be  increased  by  the  amount  of  any  such  tax 
savings  realized.  If  the  53/o  per  cent  return  is  not  suf¬ 
ficient  to  meet  the  cost  of  debt  and  preferred  stock  capital 
including  the  extraordinary  cost  of  duplicate  interest  and 
call  premium  on  the  redeemed  bonds  and  still  provide  the 
reasonable  return  on  equity  capital  contemplated  when 
the  0V2  per  cent  rate  was  established,  then  the  company 
may,  and  I  think  it  should,  apply  to  the  Commission  for 
authority  to  amortize  the  extraordinary  money  costs  over 
a  future  period  to  the  end  that  the  o1/*  per  cent  will  pro¬ 
vide  a  reasonable  return  on  equity.  This  can  still  be  done 
during  the  year  1950  if  necessary.  It  would  also  be  pos¬ 
sible,  again  if  necessary,  to  amortize  the  tax  benefit  over 
the  same  future  period  as  the  extraordinary  costs  of  money 
are  amortized. 

Q.  Xovr,  will  you  continue  with  your  explanation  of  Ex¬ 
hibit  45?  A.  Getting  back  to  Schedule  1,  the  last  column 
shows  adjusted  operating  revenue  of  $37,180,745 ;  adjusted 
operating  revenue  deductions  of  $30,749,555;  leaving  net 
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operating  revenues  of  $6,431,190.  To  this  amount  is 

896  added  the  entire  balance  in  the  Deferred  Credit 
Account  of  $198,162  to  produce  net  operating  in¬ 
come  of  $6,629,352.  Other  income  and  deductions,  interest 
charges  and  preferred  dividends  would  leave  $3,859,476 
available  for  common  stock. 

The  gross  income  of  $6,603,503  provides  interest  cover¬ 
age  of  2.82  times  and  interest  and  preferred  dividend 
coverage  of  2.41  times.  The  balance  of  income  available 
for  common  provides  earnings  of  90.5  cents  per  share  on 
the  total  number  of  shares  outstanding  at  December  31, 
1950  and  94.4  cents  per  share  on  the  average  number  of 
shares  outstanding  during  the  year. 

The  last  line  of  the  exhibit  shows  that  the  net  operating 
income  of  $6,629,352  provides  a  return  of  4.84  per  cent  on 
a  weighted  rate  base  of  $137,070,575.  It  should  be  added 
that  this  is  after  the  contemplated  transfer  of  the  entire 
balance  in  the  Deferred  Credit  Account  and  that  such  a 
transfer  is  indicated  by  reason  of  the  rate  of  return  being 
below  the  o1/*  per  cent  prescribed  by  the  modified  sliding 
scale  plan.  The  rate  base  of  $137,070,575  is  set  forth  by 
major  components  on  a  weighted  and  unweighted  basis  on 
Schedule  3  of  this  exhibit.  All  components  of  the  rate  base 
include  actual  figures  for  eight  months  and  the  company’s 
estimate  for  four  months. 

Q.  Can  you  state  the  amount  of  net  operating  in- 

897  come  required  to  provide  a  return  of  5Yo  per  cent 
on  the  estimated  rate  base  of  $137,070,575?  A.  Yes. 

$7,538,882,  or  $909,530  in  excess  of  net  operating  income 
reflected  on  line  14  of  this  exhibit. 

Q.  Can  you  state  the  amount  of  the  increase  in  gross 
operating  revenues  that  would  be  necessary  during  the 
year  1950  to  provide  a  5%  per  cent  return  on  the  rate 
base?  A.  Yes.  Based  on  the  new  1950  tax  rate  of  42 
per  cent  an  increase  in  gross  revenue  of  $1,620,832  would 
be  necessary  to  provide  a  5^2  per  cent  return  on  the 
weighted  rate  base  of  $137,070,575.  The  tax  factor  used 
in  this  computation  was  56.115. 
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Q.  Do  you  have  any  further  comments  on  Exhibit  45? 
A.  I  believe  not. 

Q.  Have  you  prepared  an  exhibit  showing  the  estimated 
net  income  of  the  Potomac  Electric  Power  Company  for 
the  year  1951?  A.  Yes,  I  have. 

Mr.  Harrison:  I  ask  that  the  exhibit  so  captioned  be 
marked  as  Exhibit  No.  46. 

Chairman  Flanagan :  It  may  be  so  marked. 

(The  document  above  referred  to  was  marked  for  identi¬ 
fication  as  PUC  Exhibit  46.) 

By  Mr.  Harrison: 

898  Q.  Does  this  exhibit  consist  of  three  schedules, 
Mr.  McElfresh?  A.  Yes,  it  does. 

Q.  Will  you  explain  Exhibit  46,  please?  A.  Schedule  1 
of  this  exhibit  sets  forth  the  estimated  net  income  and 
return  earned  by  the  company  for  the  calendar  year  1951. 
The  figures  appearing  in  the  first  column  were  taken  di¬ 
rectly  from  the  company’s  forecast  of  revenues,  revenue 
deductions  and  other  items  entering  into  the  determina¬ 
tion  of  net  income  as  set  forth  in  thousands  of  dollars  in 
column  13  on  page  5  of  Exhibit  12.  The  dollar  amounts 
appearing  on  this  exhibit  were  taken  directly  from  the 
data  from  which  column  13  of  page  5  of  Exhibit  12  was 
taken.  The  adjustments  set  forth  in  the  second  column 
of  the  exhibit  are  supported  by  Schedule  2. 

The  first  adjustment  of  $823,642  relates,  as  indicated, 
to  certain  groups  of  operating  and  maintenance  expenses 
which  were  estimated  by  the  company  on  the  basis  of  the 
relationship  of  estimated  costs  of  this  character  in  1950 
to  estimated  revenues  from  the  sale  of  energy  in  1950. 
This  percentage  relationship,  which  aggregated  23.74,  is 
then  applied  to  estimated  revenues  from  the  sale  of  energy 
in  the  year  1951  to  arrive  at  estimated  expenses  of  this 
character  for  the  same  period,  which,  as  indicated  by  the 
first  column  of  Schedule  2,  amounted  to  $9,498,375. 

899  The  estimated  revenue  used  in  this  computation  by 
the  company  was  $40,010,000.  The  estimate  of 
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revenue  from  the  sale  of  energy  for  1951  was  subsequently 
reduced  to  $38,830,500  but  a  corresponding  reduction  was 
not  made  in  the  estimate  for  this  particular  group  of  costs 
due  to  the  reduction  of  the  revenue  estimate,  even  though 
such  costs  were  estimated  as  a  percentage  of  revenue. 

The  figures  under  the  second  column  captioned  “Revised 
Forecast”  were  determined  by  relating  actual  costs  for  this 
group  of  accounts  during  the  first  eight  months  of  1950  to 
actual  revenues  from  the  sale  of  energy  during  the  same 
period.  The  aggregate  of  the  percentage  relationships 
amounted  to  22.34  which  compares  with  23.74  per  cent  used 
in  the  company’s  forecast.  This  aggregate  percentage  of 
22.34  was  applied  to  the  revised  estimated  revenues  for 
the  year  1951  to  produce  the  amount  of  $8,674,733  shown 
as  the  total  of  the  revised  forecast  on  Schedule  2. 

The  items  making  up  this  total  were  likewise  determined, 
in  both  the  revised  forecast  and  in  the  company’s  forecast, 
on  the  relationship  of  each  such  item  to  operating  revenues. 
The  adjustment  column  is,  of  course,  the  difference  between 
the  company’s  forecast  and  revised  forecast  which,  as  pre¬ 
viously  stated,  amounts  to  $823,642. 

The  next  adjustment  relates  to  Federal  income  taxes  to 
give  effect  to  the  tax  rates  included  in  the  Revenue 
900  Act  of  1950  as  applicable  to  the  year  1951.  This  ad¬ 
justment  relates  to  the  taxable  income  as  estimated 
by  the  company  in  its  forecast  without  giving  effect  to  the 
adjustment  of  operating  expenses. 

Under  the  new  tax  law  as  applicable  to  the  year  1951 
both  normal  and  surtax  net  income  receive  a  credit  of  31 
per  cent  of  preferred  stock  dividends  paid  and  surtax  net 
income  has  an  additional  credit  of  $25,000.  The  normal 
tax  rate  is  25  per  cent  and  the  surtax  rate  is  20  per  cent. 
The  tax  liability  for  the  company  based  on  its  original 
forecast  for  the  year  1951  would  be  increased  by  $361,562 
by  reason  of  the  increase  in  the  tax  rates. 

Both  D.  C.  and  Federal  income  taxes  have  been  adjusted 
to  give  effect  to  the  reduction  in  operating  expenses  of 
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$823,642.  The  amount  of  the  adjustment  of  $385,362  was 
determined  by  applying  a  composite  tax  rate  of  46.7875  per 
cent  to  the  adjustment  of  operating  expenses.  This  com¬ 
posite  rate  covers  the  45  per  cent  normal  and  surtax  rates 
for  Federal  income  taxes  and  the  5  per  cent  rate  for  D.  C. 
income  taxes  after  giving  effect  to  the  allocation  factor 
used  in  arriving  at  D.  C.  taxable  income.  That  factor  was 
65  per  cent. 

Schedule  3  sets  forth  the  estimated  rate  base  for  the  year 
1951  and  is  premised  upon  the  company  forecast  of  addi¬ 
tions  and  retirements,  as  set  forth  in  columns  10 

901  and  11  of  page  5  of  Mr.  Ferry’s  exhibit  2,  and  the 
forecast  of  changes  in  the  depreciation  reserve.  No 

changes  were  estimated  by  the  company  for  the  other  three 
components  of  the  rate  base,  namely,  Contributions  in  Aid 
of  Construction,  Customers  Advances  for  Construction  and 
Materials  and  Supplies  and  no  changes  in  these  items  are 
reflected  on  Schedule  3. 

Getting  back  to  Schedule  1,  the  column  captioned  “Ad¬ 
justed  Forecast”  shows  that  estimated  operating  revenues 
of  $39,347,381,  which  is  premised  upon  a  continuation  of 
existing  rates,  less  estimated  operating  revenue  deductions 
of  $32,495,785,  would  provide  net  operating  revenues  of 
$6,851,596.  Other  income  and  deductions,  net,  and  interest 
charges  would  leave  estimated  net  income  of  $4,339,581, 
and,  after  payment  of  preferred  dividends  of  $405,000  there 
would  remain  for  common  $3,934,581. 

The  gross  income  of  $6,807,646  would  provide  interest 
coverage  of  2.76  times  and  interest  and  preferred  dividend 
coverage  of  2.37  times.  The  amount  available  for  common 
vrould  provide  earnings  per  share  on  the  shares  estimated 
to  be  outstanding  as  of  December  31, 1951  of  approximately 
77  cents  per  share.  Computed  on  the  average  number  of 
shares  outstanding  during  the  year  the  earnings  would  be 
approximately  88  cents  per  share.  Net  operating  income 
of  $6,851,596  would  provide  a  return  of  only  4.69 

902  per  cent  on  the  weighted  rate  base  of  $146,042,747. 
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Q.  Can  you  state  what  the  basic  return  of  5%  per 
cent  of  the  rate  base  would  amount  to?  A.  Yes.  $8,032,351, 
or  $1,180,755  more  than  estimated  return  earned. 

Q.  Can  you  state  the  amount  by  which  it  would  be  neces¬ 
sary  to  increase  operating  revenues  to  increase  net  oper¬ 
ating  income  to  the  level  of  a  5 Yo  per  cent  return  on  the 
rate  base?  A.  Yes.  $2,218,943.  The  tax  factor  used  in 
this  computation  was  53.2125  per  cent  and  was  based  upon 
the  tax  rates  provided  for  1951  by  the  Revenue  Act  of  1950. 

Q.  Can  you  state  the  effect  of  an  increase  in  revenue  to 
the  level  of  S1/*  per  cent  of  the  rate  base  on  the  coverage 
ratios  shown  on  this  exhibit  ?  A.  Yes.  Gross  income  would 
be  increased  by  $1,180,755  and  would  provide  an  interest 
coverage  of  3.24  times  and  an  interest  and  preferred  divi¬ 
dend  coverage  of  2.78  times. 

Q.  Will  you  state  the  effect  of  the  same  increase  on  the 
earnings  per  share  of  common  stock  as  set  forth  on  the 
exhibit?  A.  Yes.  The  amount  available  for  common  would 
likewise  be  increased  by  $1,180,755  and  earnings  per  share 
computed  on  the  basis  of  the  shares  expected  to  be 
903  outstanding  at  December  31,  1951  would  amount  to 
approximately  $1.00  per  share.  Computed  on  the 
basis  of  average  number  of  shares  outstanding  for  the  y^r^ 
the  earnings  per  share  would  be  $1.14. 

Q.  In  your  opinion,  is  a  52/2  per  cent  return  on  the  rate 
base  sufficient  to  maintain  the  company  in  a  sound  finan¬ 
cial  position  and  to  permit  it  to  attract  additional  capital? 
A.  Yes. 

Q.  What  is  the  basis  of  your  opinion,  Mr.  McElfresh? 
A.  Quite  a  number  of  factors  were  considered  in  arriving 
at  this  opinion.  You  will  recall  that  a  cost  of  capital  study 
was  made  in  1944  in  connection  with  the  modifications  of 
the  sliding  scale  plan  prescribed  by  Order  2796,  among 
which  modifications  were  the  establishment  of  the  pres¬ 
ently  existing  d1/*  per  cent  basic  return  provided  by  the 
modified  sliding  scale  plan. 

At  the  time  this  cost  of  capital  study  was  made  in  1944, 
common  stock  of  Pepco  was  owned  entirely  by  its  parent, 
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Washington  Railway  and  Electric  Company,  and  there  was, 
of  course,  no  market  for  the  stock.  It  was  therefore  neces¬ 
sary  to  resort  to  comparisons  -with  other  fairly  comparable 
companies. 

Pepco’s  common  stock  was  first  placed  on  the  market  in 
September  1947  I  believe,  and  since  that  time  periodic 
checks  have  been  made  of  the  reasonableness  of  the 

904  5%  per  cent  return  on  the  basis  of  market  data  on 
Pepco’s  common  stock.  Since  April  1948  a  daily  rec¬ 
ord  of  the  sales  of  Pepco  common  both  on  the  D.  C.  Ex¬ 
change 'and  the  New  York  Stock  Exchange  has  been  main¬ 
tained  in  the  Accounting  Bureau’s  office.  During  that 
period  an  average  of  the  monthly  highs  and  monthly  lows 
indicates  a  range  from  16%  to  12%  or  an  average  of  14%. 
This  indicates  that  the  yield  demanded  by  investors,  or 
the  dividend  price  ratios,  have  varied  from  5.4  to  7.1  per 
cent  with  the  average  being  6.1  over  the  period  April  1948 
through  September  1950.  The  earnings  price  ratios  have, 
of  course,  varied  somewhat  more  than  dividend  price  ratios. 

Aside  from  the  general  considerations  just  cited  in  sup¬ 
port  of  my  opinion  that  a  5%  per  cent  return  is  sufficient 
to  maintain  the  company  in  a  sound  financial  position  and 
to  permit  it  to  attract  capital,  I  think  that  Exhibit  44  show¬ 
ing  the  earnings  per  share  on  common  for  each  of  the 
twelve-month  periods  from  January  31,  1949  through  De¬ 
cember  31,  1951  under  the  PUC  basic  return  is  in  itself 
convincing  proof  that  a  5%  per  cent  return  applied  to  a 
weighted  rate  base  is  sufficient  to  achieve  this  objective. 

As  I  stated  a  few  moments  ago,  the  equity  capital  com¬ 
ponent  of  the  rate  of  return  is  the  keystone  of  the  problem. 
Interest  on  funded  debt  and  preferred  stock  divi- 

905  dends,  in  the  absence  of  any  indication  that  such 
costs  are  abnormal,  can  be  taken  as  reasonable  with¬ 
out  going  beyond  recorded  figures.  Wlien  an  overall  re¬ 
turn  of  5%  per  cent  provides'  a  return  on  equity  ranging 
from  9%  per  cent  to  10%  per  cent  as  indicated  by  Sheet  2 
of  Exhibit  44,  there  is  little  doubt  in  my  mind  of  its  ade- 
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quacy  under  prevailing  market  conditions,  particularly 
when  compared  with  the  yields  demanded  by  investors  over 
the  substantial  part  of  the  period  that  this  stock  has  been 
on  the  market. 

•  ••••••••• 

•  «  »  i 

906  By  Mr.  Harrison: 

Q.  In  view  of  your  comments  on  the  adequacy  of 
the  5M>  percent  rate  of  return,  is  it  your  position  that  the 
amount  of  the  increase  in  rates  should  be  limited  to  the 
$2,218,943  which  you  stated  would  be  necessary  to  increase 
the  income  of  the  Company  to  a  percent  return  on  the 
rate  base  for  the  year  1951  ?  A.  Not  necessarily,  and  I  say 
this  for  two  reasons.  First,  the  increase  of  $2,218,943 
wThich  I  stated  would  be  necessary  to  provide  a  return  of 
oV2  percent  for  the  year  1951  is  premised  entirely  upon 
estimated  figures  for  operating  revenues,  operating  reve¬ 
nue  deductions,  and  net  additions  to  the  rate  base  for  that 
year.  Most  of  these  estimates  are  those  made  by  the 
Company.  Operating  expenses  and  income  taxes  have  been 
adjusted  for  reasons  heretofore  explained.  Insofar  as  the 
adjustment  of  operating  expenses  is  concerned,  it  was  made 
only  for  the  purpose  of  correcting  the  application  of  a 
method  used  by  the  Company.  The  method  itself,  however, 
is  not  precise.  Furthermore,  economic  conditions  are,  to 
say  the  least,  unsettled.  Demands  for  increase  in  labor 
rates  will  undoubtedly  call  for  further  price  increases  in 
many  of  the  items  entering  into  the  Company’s  costs. 
Recently  established  Government  regulations  on  home 
financing  may  curtail  residential  building  activity  to  a  point 
substantially  below  that  anticipated,  which  in  turn 

907  would  affect  revenue,  expenses  and  investment  esti¬ 
mates.  While  effect  has  been  given  to  known  in¬ 
creases  in  Federal  income  taxes,  a  further  increase  in  taxes 
and  possibly  an  excess  profits  tax  for  the  year  1951  is  not 
at  all  unlikely.  In  short,  when  actual  results  for  the  year 
1951  are  known  they  may  well  be  substantially  different 
from  the  estimate  set  forth  on  Exhibit  46. 
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The  second  reason  which  prompts  me  to  say  that  the  in¬ 
crease  in  rates  to  provide  additional  revenue  should  not  be 
limited  to  the  amount  indicated  by  the  calculation  premised 
on  Exhibit  46  is  the  fact  that  the  Modified  Sliding  Scale 
Plan  will  operate  to  control  the  return  earned  by  the  Com¬ 
pany  if  the  estimated  return  for  the  year  1951  should  prove 
to  be  less  than  the  actual  return  experienced.  It  will  not, 
however,  operate  in  the  reverse  direction  due  to  the  fact 
that  there  is  little  doubt  but  that  the  Deferred  Credit  Ac¬ 
count  will  be  entirely  depleted  as  of  December  31,  1950. 

By  that  I  mean,  if  the  amount  of  increase  in  rates  is  lim¬ 
ited  to  the  exact  amount  indicated  on  the  basis  of  esti¬ 
mated  figures  for  1951  and  the  actual  results  for  1951  fall 
below"  the  estimate,  there  is  no  means  of  increasing  the 
income  of  the  Company  to  the  5*4  percent  level. 

For  the  reasons  just  cited,  I  believe  that  an  overall  in¬ 
crease  in  the  vicinity  of  two  and  one-half  million  dollars 
would  be  reasonable  and  would  allow  sufficient  lee- 
908  way  to  compensate  for  possible  errors  in  the  esti¬ 
mate.  Again  it  should  be  stressed  that  if  such  an 
increase  is  granted  and  if  the  actual  return  for  1951  should 
exceed  the  estimate,  the  Modified  Sliding  Scale  Plan  will 
operate  to  eliminate  50  percent  of  any  such  excess. 

The  increase  in  rates  just  mentioned,  of  course,  is  on  a 
system  basis  and  not  just  for  the  District  of  Columbia. 

Commissioner  Spencer:  The  two  and  one-half  million 
dollars  is  at  what  level? 

The  Witness:  I  didn’t  compute  that,  Mr.  Commissioner. 

Mr.  Harrison:  That  is  the  gross  revenue  level.  Was  that 
your  question? 

Commissioner  Spencer:  Yes. 

By  Mr.  Harrison : 

Q.  From  your  previous  statement,  Mr.  McElfresh,  and 
from  the  exhibits  which  you  have  presented  thus  far,  I  un¬ 
derstand  that  you  have  made  no  jurisdictional  allocation 
of  operating  revenues,  operating  revenue  deductions,  or  in¬ 
vestment  ?  A.  That  is  correct.  I  have  not. 
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Q.  Will  you  state  some  of  the  reasons  why  you  have  not 
made  a  jurisdictional  allocation  in  this  proceeding?  A.  I 
think  probably  the  most  important  reason  for  not  making 
an  allocation,  that  is,  a  jurisdictional  allocation,  is  the  fact 
that  in  such  a  process  there  is  always  a  very  strong 

909  possibility,  or  I  might  say  probability,  that  one  of 
two  things  will  happen.  Some  costs  will  be  omitted 

or  duplicated.  I  think  this  is  so  because  of  the  widespread 
divergence  of  opinion  as  to  proper  allocation  theories,  the 
many  assumptions  that  are  necessary,  and  the  absence  of 
necessary  factual  data.  To  elaborate  on  these  points,  there 
is  divergence  of  opinion  as  to  the  segregation  of  costs  be¬ 
tween  demand  and  energy.  There  is  also  divergence  of 
opinion  as  to  whether  demand  costs  should  be  allocated 
on  the  basis  of  simultaneous  peaks  or  non-simultaneous 
peaks.  The  allocation  of  demand  costs  on  a  fifty-fifty  en¬ 
ergy  and  demand  basis,  which  was  used  in  the  Company 
study  of  costs  by  classes  of  service,  is  also  debatable.  As 
to  the  assumptions  that  are  necessary,  even  if  agreement  is 
reached  on  theory,  there  is  likewise  considerable  room  for 
divergence  of  opinion  and  there  is  no  doubt  that  many, 
many  important  items  of  costs  must  be  allocated  on  the 
basis  of  one  assumption  or  another. 

As  to  the  lack  of  necessary  data,  I  have  in  mind  particu¬ 
larly  the  absence  of  data  on  the  demands  of  residential  and 
small  commercial  customers  by  jurisdictions.  Since  de¬ 
mand  costs  represent  a  substantial  proportion  of  total  costs 
of  furnishing  electric  service,  the  absence  of  reliable  data 
on  the  demands  by  jurisdictions  would  involve  numerous 
spot  studies  and  even  then  would  be  subject  to  serious  doubt 
as  to  their  accuracy. 

910  In  short,  what  I  am  trying  to  say  is  that  when  a 
single  company,  particularly  an  electric  utility, 

serves  two  or  more  areas  subject  to  different  regulatory 
agencies,  a  separate  determination  by  each  agency  on  the 
basis  of  an  allocation  study  will  in  all  probability  not  add 
up  to  100  percent.  Therefore,  it  seems  to  me  that  a  con- 


sideration  of  the  needs  of  the  Company  as  a  whole  by  all 
of  the  interested  regulatory  agencies  is  the  only  practical 
approach  to  a  problem  of  this  kind.  That  approach  I  be¬ 
lieve  is  being  taken  in  this  case  by  reason  of  the  informal 
participation  of  representatives  of  the  other  two  state  com¬ 
missions  concerned  with  this  problem.  It  is  important  to 
note  that  this  same  procedure  has  been  successfully  fol¬ 
lowed  since  1925  by  this  Commission  and  the  Maryland  Com¬ 
mission  in  all  cases  involving  the  rates  charged  by  this 
Company.  To  depart  from  this  proven  practical  and  work¬ 
able  approach  to  this  problem  in  this  case  by  the  substitu¬ 
tion  of  a  jurisdictional  allocation,  in  my  opinion,  would  have 
a  very  definite  adverse  effect  upon  effective  regulation. 

Another  reason  why  I  believe  that  the  detailed  alloca¬ 
tion  of  costs  by  jurisdictions  is  unnecessary  is  the  fact  that 
it  is  evident  in  many  instances  that  there  is  obviously  little 
difference  in  the  cost  of  service  to  a  particular  class  of  cus¬ 
tomers  irrespective  of  their  geographical  location.  To  elab¬ 
orate  on  this  point,  there  are  many  substations  located  in 
the  District  that  furnish  service  to  customers  in  both 
911  the  District  and  Maryland.  There  are  also  several 
substations  located  in  Maryland  that  furnish  service 
to  customers  in  the  District  as  well  as  Maryland.  In  an 
area  served  by  a  given  substation,  costs  of  the  power  sup¬ 
ply  and  sub-transmission  to  that  substation  are  identical 
irrespective  of  whether  the  customers  served  therefrom  are 
located  in  the  District  or  Maryland.  The  variation  in  costs 
would  be  confined  to  distribution  and  customer  costs,  and 
here  again  immediately  adjacent  to  the  District  Line  even 
these  costs  would  be  practically  idenitcal.  These  costs,  that 
is,  distribution  and  customer  costs,  will  vary  between  Dis¬ 
trict  of  Columbia  and  Maryland  customers  within  any  given 
area  served  by  a  particular  substation,  not  because  such 
customers  happen  to  be  in  the  District  or  Maryland,  but 
primarily  by  reason  of  their  location  in  relation  to  the  sub¬ 
station  from  which  they  are  served.  There  is  also  consid¬ 
erable  variation  of  costs  between  customers  within  the  Dis- 


trict  of  Columbia  itself,  a  notable  example  being  the  under¬ 
ground  territory  as  compared  with  the  overhead  territory. 

This  differential  in  costs  within  the  District  is  probably 
greater  than  the  variation  in  cost  between  the  District  of 
Columbia  and  Maryland  within  the  urban  zone.  Yet  I  be¬ 
lieve  it  would  be  wholly  impractical  to  fix  rates  on  the  basis 
of  such  a  cost  differential,  that  is,  underground  and  over¬ 
head  systems. 

912  The  cost  of  sub-transmission  facilities,  that  is, 
facilities  between  the  source  of  power  supply  and  the 

distribution  substations,  will  also  vary  generally  in  pro¬ 
portion  to  distances.  Many  points  in  Maryland  are  closer 
to  the  power  supply  than  many  points  in  the  District.  In 
short,  on  this  second  point  there  is  no  doubt  that  ;there  is 
theoretically  a  difference  in  the  cost  of  serving  each  indi¬ 
vidual  customer  but  that  on  a  whole  the  mere  fact  that  one 
customer  is  on  one  side  of  the  District  Line  and  one  on  the 
other  does  not  justify  a  rate  differential  merely  because 
of  geographical  locations.  If  no  rate  differential  is  justi¬ 
fied,  a  theoretical  allocation  of  costs  by  geographical  loca¬ 
tions  would  seem  to  seiwe  no  useful  purpose. 

Mr.  Kirby:  Mr.  McElfresh,  if  you  don’t  mind,  before 
you  leave  Exhibit  46  I  would  like  to  interrupt  with  one 
question.  Based  on  Exhibit  46,  what  would  be  the  return 
on  equity  of  increases  to  get  5^  percent  on  rate  base? 

Mr.  Harrison:  I  don’t  have  an  objection  to  a  clarifying 
question,  if  the  Chairman  please,  but  that  looks  to  me  like 
cross  examination..  Unless  Mr.  Kirby  objects  seriously,  I 
would  like  the  witness  to  finish  his  direct  testimony. 

Mr.  Kirby:  That  is  quite  all  right,  Mr.  Harrison. 

Chairman  Flanagan:  I  think  that  might  well  wait  until 
a  little  later. 

Mr.  Await:  Could  we  have  a  short  recess? 

913  Chairman  Flanagan:  We  will  take  a  short  recess. 

(Whereupon  a  short  recess  was  taken.) 
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By  Mr.  Harrison: 

Q.  Mr.  McElfresh,  in  the  absence  of  a  detailed  cost  stndy 
by  jurisdictions,  how  do  you  propose  that  the  two  and  one- 
half  million  dollar  increase  in  rates,  which  you  have  stated 
in  your  opinion  is  necessary  for  the  Company  as  a  whole, 
be  apportioned  between  the  three  jurisdictions  served  by  the 
Potomac  Electric  Power  Company?  A.  I  have  no  specific 
proposal  to  make  on  this  question  at  this  time.  In  view  of 
the  differential  between  the  amount  of  the  increase  in  reve¬ 
nue  requested  by  the  Company  and  the  two  and  one-half 
million  dollars  which  I  have  estimated  to  be  necessary,  based 
on  the  calendar  year  1951,  I  would  suggest  that  the  Com¬ 
pany  be  given  an  opportunity  to  submit  revised  rate  sched¬ 
ules  to  produce  two  and  one-half  million  dollars  based  on 
anticipated  business  for  the  calendar  year  1951. 

I  might  add  that  in  the  revision  of  rate  schedules  to  pro¬ 
duce  such  an  increase,  it  is  my  opinion  that  consideration 
should  be  given  to  a  substantially  lower  proportionate  in¬ 
crease  to  the  railway  company  and  street  lighting  rates 
and  that  the  remainder  be  apportioned  generally  in  propor¬ 
tion  to  kilowatt  hour  sales  under  other  classes  of  service. 
Such  an  apportionment  would  in  itself  be  tantamount  to  a 
jurisdictional  allocation  of  total  cost  of  service  on  a  kilowatt 
hour  basis. 

914  On  this  point  it  is  also  important  to  note  that  in 
the  detailed  cost  study  prepared  by  the  Company  the 
kilowatt  hour  factor  was  used  in  the  allocation  of  energy 
costs  and  50  percent  of  demand  costs.  Furthermore,  fac¬ 
tors  developed  on  non-simultaneous  peak  demands  and  kilo- 
vratt  hour  sales  do  not  show  substantial  variations.  Ex¬ 
pressed  as  a  percent  of  the  total,  Low  Tension  service  on 
the  basis  of  non-simultaneous  class  peak  demands  would 
account  for  60.08  percent.  On  a  kilowatt  hour  basis  the 
same  service  would  be  63.95  percent. 

High  Tension  would  be  27.93  on  the  demand  basis  and 
23.30  on  the  energy  basis. 
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The  Railway  600  Volt  service  would  be  4.86  on  a  demand 
basis  and  4.79  on  an  energy  basis. 

Other  600  Volt  customers  would  be  .05  on  a  demand  basis 
and  .07  on  an  energy  basis. 

Street  Lighting  would  be  1.60  on  a  demand  basis  and  1.62 
on  the  energy  basis. 

Southern  Maryland  Electric  Cooperative  would  be  .93  on 
demand  basis  and  1.19  on  an  energy  basis. 

Virginia  Electric  Power  would  be  4.55  on  a  demand  basis 
and  5.08  on  an  energy  basis. 

Q.  Mr.  McElfresh,  going  back  for  a  moment  to  your 
recommendation  that  the  Company  be  requested  to  submit 
rate  schedules  to  provide  the  two  and  one-half  million  dol¬ 
lars  additional  in  rates  that  you  have  proposed,  that 
915  is  on  the  basis  of  your  recommendation  of  that 
amount  in  gross  revenue?  A.  Yes. 

Q.  Now,  if  the  Commission  should  determine  that  a 
greater  or  lesser  amount  from  that  is  needed  to  produce 
5 %  percent  return  on  the  rate  base,  would  it  also  be  your 
recommendation  that  the  Company  then  be  requested  to 
submit  rate  schedules  covering  whatever  additional  in¬ 
crease  the  Commission  might  find  as  a  result  of  a  decision 
in  this  case?  A.  Yes,  that  is  so.  Of  course,  it  would  be 
foolish  to  premise  rates  on  an  increase  which  would  not  be 
approved  by  the  Commission.  That  amount,  of  course, 
should  first  be  determined  by  the  Commission. 

Q.  Now,  getting  back  to  your  further  suggestion,  do 
you  suggest  that  a  smaller  proportion  of  the  increase  of 
two  and  one-half  million  dollars  be  assigned  to  the  street 
railway  and  street  lighting  schedules  than  was  done  by  the 
Company  in  its  apportionment  of  the  three  and  one-half 
million  dollar  increase?  A.  Yes,  I  do,  and  for  these  rea¬ 
sons:  In  the  first  place,  the  primary  support  in  this  record 
for  the  substantial  increase  in  rates  proposed  for  street 
railway  and  street  lighting  service  is  found  in  the  cost  of 
service  study  presented  by  the  Company  in  Exhibit  31.  This 
study  is  admittedly  only  one  way  of  apportioning  cost  by 
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classes  of  service.  A  change  in  one  or  more  of  the 

916  basic  theories  used  in  the  Company’s  cost  study 
would  materially  affect  the  cost  by  classes  of  service 

reflected  by  such  study.  In  other  words,  the  cost  of  service 
to  any  and  all  classes  of  service  covered  by  the  Company’s 
study  is  not  cost  in  the  usual  meaning  of  the  term.  It  is, 
instead,  a  cost  conditioned  upon  the  propriety  of  under¬ 
lying  theories  and  assumptions.  It  is  a  cost,  insofar  as  each 
class  of  service  is  concerned,  which  will  change  with  each 
change  in  viewpoint.  In  view  of  these  facts,  it  seems  to  me 
that  an  upward  adjustment  in  rates  designed  to  produce 
revenues  approximating  an  estimated  cost  of  this  char¬ 
acter  should  be  made  in  several  steps  rather  than  a  single 
step.  If  the  latter  course  is  followed,  it  might  well  be 
that  future  revenues  from  these  two  sources  will  be  fixed 
at  a  level  above  a  similar  cost  determined  at  some  future 
time. 

In  the  second  place,  assuming  for  the  moment  that  the 
cost  of  service  study  presented  by  the  Company  in  Exhibit 
31  is  100  percent  accurate,  while  it  is  evident  that  revenues 
from  the  street  railway  and  street  lighting  services  are  well 
below  this  cost,  it  should  be  borne  in  mind  that  this  dis¬ 
parity  that  exists  between  cost  and  revenue  for  these  two 
services  is  something  that  has  existed  over  a  considerable 
period  of  time  in  the  past.  It  would  therefore  seem  more 
desirable  to  narrow  this  gap  by  degrees  over  some  future 
period  rather  than  close  it  immediately  by  an  in- 

917  crease  as  substantial,  both  percentage-wise  and  dol- 
lar-wise,  as  that  proposed  by  the  Company.  As  a 

general  proposition,  it  is  my  view  that  inequities  between 
customer  classes  should  be  eliminated  to  the  extent  pos¬ 
sible  when  rate  reductions  are  in  order  by  assigning  little 
or  none  of  the  overall  reductions  to  the  class  of  service  esti¬ 
mated  to  be  furnished  at  less  than  cost,  rather  than  to  elimi¬ 
nate  inequities  of  this  character  by  disproportionately 
greater  increases  when  an  increase  in  rates  is  necessary. 

I  think  this  approach  is  consistent  with  the  past  policy  of 
this  Commission,  as  evidenced  by  the  fact  that  since  1933 


no  portion  of  the  substantial  and,  until  1948,  almost  annual 
rate  reductions  were  assigned  to  street  railway  service,  and 
in  only  one  or  two  cases  was  any  portion  of  the  reductions 
assigned  to  street  lighting  service. 

Q.  Have  you  reviewed  the  Company’s  estimate  of  the 
effect  of  the  proposed  rate  schedules  upon  revenues  for  the 
Company’s  test  year  ending  June  30, 1951  ?  A.  In  a  general 
way,  yes.  These  estimates  have  been  spot  checked  to  the 
extent  deemed  necessary  at  this  time. 

Q.  Do  you  have  any  further  comment  with  respect  to  the 
rate  schedules  proposed  by  the  Company?  A.  As  I  have 
previously  stated,  our  estimate  of  the  additional  revenue 
needs  of  the  Company  is  approximately  a  million  dol¬ 
lars  less  for  the  year  1951  than  the  Company’s 

918  estimate  for  the  twelve  months  ending  June  30, 1951. 
In  view  of  that  fact,  and  pending  a  determination  by 

the  Commission  of  the  amount  of  the  increase  in  revenue 
which  will  be  allowed,  the  rate  schedules  proposed  by  the 
Company  were  not  given  as  much  attention  as  they  or  sub¬ 
stitute  rate  schedules  will  be  given  before  this  case  is  con¬ 
cluded.  However,  from  the  review  and  study  thus  far  made 
of  the  proposed  rate  schedules  and  the  testimony  in  support 
thereof,  I  have  formed  the  following  opinions  in  addition 
to  the  opinion  expressed  a  moment  ago  with  respect  to  the 
proposed  rates  for  600  volt  railway  service  and  street  light¬ 
ing  service. 

•  •  *  •  *  '  •  «  •  •  • 

919  Fourth,  the  proposal  to  charge  applicable  com¬ 
mercial  rates  for  a.c.  service  furnished  Capital  Tran¬ 
sit  Company  is  desirable  and  in  conformity  with  the  treat¬ 
ment  of  other  customers  taking  service  at  more  than  one 
location. 

Fifth,  to  the  extent  that  property  owned  by  Capital 
Transit  Company  is  used  by  Pepco  in  rendering  service  to 
customers  other  than  the  Capital  Transit  Company,  the 
amount  charged  for  600  volt  railway  service  should  be  re¬ 
duced  by  the  appropriate  amount  of  return,  depreciation, 
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taxes,  and  any  other  Transit-incurred  cost  on  such  prop¬ 
erty. 

C  ross-examination 

*•***•**•• 

920  By  Mr.  Await: 

Q.  Mr.  McElfresh,  you  have  been  here  through  the 
entire  hearing?  A.  Yes,  sir. 

Q.  Do  you  remember  the  question  I  asked  the  Chairman 
on  page  32  of  the  record,  in  regard  to  whether  or  not 

921  this  was  a  joint  hearing  of  the  Maryland,  District, 
and  Virginia  Commissions,  and  the  Chairman  an¬ 
swered  on  Line  10  that  it  is  not  a  joint  hearing?  A.  Yes, 
I  recall  that. 

Q.  Mr.  McElfresh,  can  you  state  of  your  own  knowledge 
that  representatives  of  the  Virginia  and  Maryland  com¬ 
missions  have  been  present  during  all  of  these  hearings? 
A.  I  think  during  most  of  them,  Mr.  Await. 

Q.  Most  of  them?  A.  Yes. 

Q.  As  a  matter  of  fact,  there  is  no  representative  of 
the  Maryland  Commission  present  today,  is  there?  A.  Yes, 
there  is. 

Q.  Of  the  Maryland  Commission?  Who  is  here?  A.  Mr. 
McLane. 

Q.  McLane?  A.  Yes,  sir. 

Q.  What  is  his  position?  A.  He  is  chief  accountant,  chief 
auditor,  of  the  Maryland  Public  Service  Commission. 

#•*•••**•• 

922  Mr.  Harrison:  And  you  recognize  Mr.  Smith  as 
being  present  from  the  State  Corporation  Commis¬ 
sion  of  Virginia,  Mr.  McElfresh? 

The  Witness:  Yes,  I  do. 

Mr.  Harrison:  And  he  has  been  present  at  every  ses¬ 
sion,  has  he  not? 

The  Witness:  I  don’t  think  he  has  missed  a  session. 
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Mr.  Harrison:  And  copies  of  this  transcript  and  record 
are  furnished  to  each  state  commission,  the  Maryland  and 
Virginia  commissions,  are  they  not! 

The  Witness:  That  is  correct,  sir.  X  might  add  that 
conferences  have  also  been  held  on  this  question  with  rep¬ 
resentatives  of  both  commissions. 

•  ••••••••• 

923  By  Mr.  Baker : 

Q.  I  believe  you  testified  that  in  arriving  at  the 
5%  percent  return  that  is  fixed  in  the  Modified  Sliding 
Scale  Plan  the  Commission  determined  that  a  return  of 
8  percent  on  equity  capital  would  be  sufficient.  Is  that 
correct?  A.  Yes,  there  was  a  determination  of  that  sort, 
but  I  think  I  should  add  this,  too :  that  at  exactly  8  percent 
on  equity,  the  composite  return  at  that  time  would  have 
been  in  the  vicinity  of  about  5.3,  as  I  recall,  and  the  Com¬ 
mission  raised  that  to  5V2-  Now,  in  doing  that,  that  means 
that  the  return  allowed  on  equity  was  actually  8.91,  and 
that  I  think  is  reflected  in  the  opinion,  in  Order  2796. 

Q.  I  believe  you  also  testified  that  studies  had  been 
made  in  the  recent  past  of  the  prices  at  which  Pepco  stock 
has  been  sold.  Is  that  true?  A.  That’s  right,  sir. 

Q.  And  as  a  result  of  those  studies  the  earning  price 
ratios  averaged  between  5.4  percent  and  7.1  percent?  A. 
That  was  the  dividend  price  ratios.  I  didn’t  quote  the 
earnings  price  ratios. 

Q.  Did  you  state  what  the  return  on  the  equity  capital 
would  be  under  the  increase  proposed  by  you  of  two  and 
one-half  million  dollars?  A.  That  is  the  same  question 
that  Mr.  Kirby  asked  me,  and  I  asked  for  time  to  make 
that  computation,  because  of  the  change  in  the 

924  amount  of  equity. 

Q.  I  believe  you  did  state  that  the  return  of  5 % 
percent,  overall  return  of  5*4  percent,  would  result  in  a 
return  on  equity  capital  of  9*4  to  10  percent.  A.  That  is 
correct. 

Q.  Does  that  indicate  to  you  that  the  5}4  percent  is  too 
high  a  rate  of  return?  A.  No,  sir;  and  I  say  that  for  this 
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reason,  Mr.  Baker :  There  has  been  a  change  in  the  capital¬ 
ization  ratios  now  as  compared  with  the  time  when  the 
52/>  percent  rate  of  return  was  fixed.  The  finding  of  the 
Commission  was  premised  upon  the  capitalization  as  of 
September  30,  1943,  and  at  that  time  the  equity  capital 
component  of  that  capitalization  was  about  43.7  percent 
of  the  total.  As  of  April  30,  1951,  it  is  about  36.1  percent. 
So  with  the  decline  in  the  proportion  of  equity  in  the 
capital  structure,  I  think  there  is  a  corresponding  increase 
in  risk,  which  might  justify  something  a  little  above  the 
8.91  found  by  the  Commission. 

Q.  Do  the  sales  prices  of  the  stock  indicate  that  the  in¬ 
vesting  public  feels  that  the  risk  is  so  great  that  they 
should  obtain  9  or  10  percent?  A.  Not  on  a  dividend  basis, 
no,  but  I  don ’t  think  you  can  hang  your  hat  squarely  on  the 
dividend  price  ratios  in  determining  the  reasonable  return 
on  equity  capital. 

Q.  Isn’t  that  the  method  which  this  Commission 
925  has  used  in  the  past,  the  combination  of  dividend 
price  ratios  and  earning  price  ratios?  A.  They  have 
considered  those  factors,  but  I  don’t  know  of  any  case 
where  the  final  determination  has  been  pegged  squarely  to 
either  of  those  factors. 

Q.  What  other  factors  has  the  Commission  considered? 
A.  In  the  final  analysis,  the  return  on  equity  is  a  judg¬ 
ment  figure,  in  my  opinion. 

Q.  In  your  judgment  should  the  investors  in  Pepco,  the 
investors  in  the  equtiy  capital,  obtain  9  or  10  percent?  A. 
I  don’t  think  that  it  is  unreasonable  today  under  exist¬ 
ing  conditions. 

Q.  What  is  there  about  existing  conditions  that  makes 
it  reasonable?  A.  Well,  economic  conditions  are  certainly 
unsettled;  the  possibility  of  tax  increases  in  addition  to 
those  already  made. 

Q.  Interest  rates  generally  are  low  at  the  present  time, 
are  they  not?  A.  Interest  rates,  yes,  but  here  we  are  talk¬ 
ing  about  return  on  equity  risk  capital,  and  I  think  that 
there  should  be  some  leeway  in  the  rate  of  return;  and 
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that  leeway  is  in  my  opinion  impossible  to  measure  pre¬ 
cisely.  But  I  think  there  should  be  some  leeway  over  and 
above  the  indications  of  the  return  required  by  investors. 
You  have  got  to  provide  some  additional  cushion 

926  in  there  by  reason  of  pending  financing.  Now,  I 
don’t  go  all  the  way  and  agree  with  Mr.  Dunn  that 

you  have  to  provide  today  for  the  cost  of  capital  to  be 
incurred  tomorrow,  but  I  do  think  you  have  to  give  some 
effect  to  that  in  arriving  at  what  you  think  is  a  reasonable 
figure  on  common  stock  equity,  on  the  equity  outstanding 
at  this  time,  knowing  that  there  will  be  additional  capital 
required  to  finance  construction  needs. 

Q.  Are  you  intending  to  testify  that  the  Company  should 
collect  in  this  year  to  pay  a  return  upon  an  investment 
to  be  made  possibly  in  the  next  year?  A.  No,  sir,  I  am 
not. 

Q.  Wouldn’t  you  limit  the  return  of  the  Company  to 
its  present  investment?  A.  Yes,  sir. 

Q.  Well,  then,  why  do  you  say  that  the  Company  should 
have  a  greater  return  because  of  the  possibility  or  the 
plan  to  issue  more  stock  or  securities  in  the  future?  A.  1 
said  that  it  is  only  one  factor  that  should  be  considered. 
I  think  you  must  give  it  some  weight. 

Q.  Well,  then,  it  is  your  testimony  that  the  Commission 
finding  that  the  return  on  equity  capital  should  be  limited 
to  8  percent  is  erroneous,  and  that  that  should  be  increased 
to  a  figure  between  9  and  10  percent? 

Mr.  Harrison:  I  submit  the  witness  didn’t  say  any 

927  such  thing. 

Chairman  Flanagan:  I  don’t  think  the  Commis¬ 
sion’s  decision  reflects  that  in  that  form,  so  the  witness 
isn’t  capable  of  answering  that  question. 

Mr.  Baker:  I  think  this  witness  testified  that  the  Com¬ 
mission  based  5a/2  percent  upon  a  finding  that  8  percent 
was  reasonable  on  equity  capital.  Isn’t  that  correct? 

The  Witness:  There  is  such  a  finding  in  Order  2796, 
I  believe,  Mr.  Baker. 
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Mr.  Baker:  In  view  of  the  witness’  statement,  will  the 
Chair  now  reverse  the  ruling? 

Chairman  Flanagan:  No.  I  don’t  think  the  Commis¬ 
sion  limited  it  to  8  percent.  It  said  “fair  and  reason¬ 
able.” 

Mr.  Baker:  My  question  is  not  as  to  whether  it  is  lim¬ 
ited  to  8  percent.  Perhaps  I  didn’t  make  my  question 
clear.  I  will  phrase  another  question  and  the  Chair  may 
then  rule  on  that. 

By  Mr.  Baker: 

Q.  Is  it  your  position  that  the  investors  in  equity  capital 
of  Potomac  Electric  Power  Company  are  entitled  to  a  re¬ 
turn  or  9  or  10  percent,  instead  of  the  8  percent  upon  which 
the  Commission  based  the  5Y2  percent  return  included 
in  the  Sliding  Scale?  A.  Well,  in  answer  to  that  I  will  have 
to  qualify  the  8  percent,  as  I  did  a  moment  ago,  to  the 
928  effect  that  what  the  Commission  finally  allowed  was 
8.91  percent,  which  is  just  a  little  under  9  percent. 
Now,  with  that  small  a  variation - 

Q.  Eight  point  what?  A.  Eight  point  nine  one.  With 
that  small  variation,  I  don’t  think  that  it  is  possible  to  fix 
an  overall  rate  of  return  to  be  applied  to  a  rate  base  any 
closer  than  5 percent,  and  I  therefore  would  not  suggest 
any  change  in  the  composite  rate  of  return  of  51/*  percent. 

Q.  And  you  adhere  to  that  position  notwithstanding  the 
present  dividend  price  ratio  of  the  stock  and  the  present 
earning  price  ratio  of  the  stock?  A.  Yes,  sir,  I  do. 

Q.  I  believe  you  testified  that  in  order  to  produce  a 
percent  return,  the  gross  should  be  increased  by  $2,218,000, 
but  then  you  recommended  that  actually  the  rate  be  estab¬ 
lished  which  would  produce  two  and  one-half  million  dol¬ 
lars.  One  of  the  bases  for  that  recommendation  was  that 
these  were  estimated  figures,  and  it  is  possible  earnings 
would  be  less  than  anticipated.  Isn’t  it  equally  true  that 
the  earnings  could  be  more  than  you  have  estimated? 
A.  Yes,  sir;  and  if  that  is  so  then  the  Modified  Sliding 
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Scale  Plan  will  operate  to  reduce  that  excess  over  the  esti¬ 
mate  by  50  percent. 

Q.  Isn’t  it  true  that  under  the  Modified  Sliding  Scale 
Plan  the  customer  would  only  get  50  percent  of  the 

929  excess?  A.  That’s  right. 

Q.  So  the  Company  actually  would  get  a  greater 
return  than  5 %  percent,  would  it  not?  A.  Yes,  and  that 
is  the  intent  of  the  Sliding  Scale  Plan. 

Q.  But  you  feel  that  there  should  be  a  cushion  against 
the  Company  possibly  earning  less  than  5^4  percent? 
A.  Yes,  sir. 

Q.  Isn’t  it  true  that  in  past  years  this  Company,  by 
reason  of  earnings  in  excess  of  the  percentage  allowed 
by  the  Sliding  Scale,  accumulated  a  surplus  of  around 
$18,000,000?  A.  I  wouldn’t  say  it  was  due  entirely  to 
earnings,  Mr.  Baker.  It  was  due  primarily  to  the  fact 
that  the  earnings  were  not  paid  out  in  dividends. 

■Q.  Well,  weren’t  the  earnings  greatly  in  excess  of  the 
percentage  allowed  by  the  Sliding  Scale  during  those 
years?  A.  You  are  talking  now  of  the  period  from,  say, 
1925  through  1947  ? 

Q.  Yes,  I  will  take  that  period.  A.  Yes,  that’s  true. 

Q.  And  weren’t  they  approximately  $18,000,000  in  excess 
of  the  return  allowed  by  the  Sliding  Scale?  A.  I  couldn’t 
answer  that  question  exactly.  I  don’t  know. 

Q.  Could  you  give  some  other  figure?  What  is 

930  your  approximation?  A.  I  would  have  to  go  back 
to  the  records  to  answer  that  question,  Mr.  Baker. 

I  will  say  this,  though,  that  during  the  operation  of  the 
old  Sliding  Scale  Plan  there  were  substantial  earnings  each 
year  from  1925  through  1942,  I  would  say,  with  the  excep¬ 
tion  of  the  year  1941.  There  were  earnings  in  excess  of 
the  allowed  return. 

Q.  Could  you  approximate  what  those  excess  earnings 
would  aggregate  over  that  period  of  time? 

Mr.  Harrison:  I  submit,  if  the  Commission  please,  that 
it  is  not  material  in  this  case  what  has  been  earned  in  the 
past.  Mr.  Baker  also  knows  that  during  that  same  time 
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there  were  rather  substantial  rate  reductions  in  the  Dis¬ 
trict  of  Columbia,  too. 

Chairman  Flanagan:  I  don’t  think  we  have  to  go  over 
the  history  of  the  Sliding  Scale  Plan  in  this  case. 

Mr.  Baker:  This  "witness  has  testified  there  should  be 
a  cushion  provided  against  possible  losses  to  the  Company. 
I  am  attempting  to  show  that  the  Company  has  in  the  past 
had  the  advantage  of  excess  earnings,  and  that  they  should 
not  necessarily  be  provided  a  cushion  now  in  excess  of  the 
best  estimate  of  this  witness  as  to  what  the  Company  re¬ 
quires  to  produce  its  o1/*  percent  return. 

Chairman  Flanagan :  What  the  Company  earned  in  pre¬ 
vious  years  was  not  entirely  dependent  or  wasn’t  depend¬ 
ent  in  any  respect  upon  this  witness’  views. 

931  Mr.  Baker :  I  realize  that. 

Chairman  Flanagan:  There  is  no  contention  that 
those  earnings  were  unlawful,  is  there? 

Mr.  Baker:  There  is  no  contention  the  earnings  were 
unlawful,  but  it  is  my  contention  this  Commission  may 
take  into  consideration  the  fact  that  it  has  earned  a  return 
greatly  in  excess  of  the  allowed  return  and  therefore 
should  not,  by  raising  the  gross  to  a  figure  beyond  the  fair 
rate  of  return  fixed  by  the  Commission,  attempt  to  cushion 
itself  against  a  possible  loss.  The  Company  should  take 
its  chances  of  a  loss  if  the  figures  are  "wrong,  as  well  as 
the  public  takes  chances  of  paying  more  if  the  figures  are 
wrong  in  the  opposite  direction. 

Chairman  Flanagan:  Do  you  recall  any  of  the  details 
of  the  hearings  we  conducted  here  in  the  years  1943  and 
1944? 

Mr.  Baker:  No,  I  don’t.  I  attended  none  of  those  hear¬ 
ings. 

Chairman  Flanagan:  Order  No.  2796  is  quite  illuminat¬ 
ing,  and  I  would  recommend  it  as  required  reading  for  men 
in  your  position,  Mr.  Baker,  because  it  shows  clearly  that 
the  Commission  did  take  into  consideration  all  these  earn¬ 
ings  over  the  entire  period  of  the  Sliding  Scale  arrange¬ 
ment;  and  it  also  shows  that  the  Commission,  in  spite  of 
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rate  increases  granted  generally  throughout  the  country, 
insisted  on  a  reduction  of  a  million  dollars  a  year  to 

932  the  same  Company.  Mr.  McElfresh  was  very  active 
in  that  proceeding.  It  was  on  the  basis  of  much  of 

the  testimony  that  he  presented  that  that  decision  was 
made. 

I  think  under  all  the  circumstances  that  your  fears  might 
be  a  little  bit  exaggerated,  but  don’t  in  any  way  object  to 
your  cross  examining  this  witness  on  the  data  in  this  pro¬ 
ceeding.  The  past  history  of  the  Sliding  Scale  arrange¬ 
ment  isn’t  going  to  influence  this  Commission  in  its  deci¬ 
sion. 

933  By  Mr.  Baker: 

Q.  May  I  ask  the  witness  this  question:  Mr.  Mc¬ 
Elfresh,  have  you  in  arriving  at  your  conclusion  as  to  the 
amount  of  gross  income  that  should  be  provided  the  Com¬ 
pany  taken  into  consideration  the  past  history  of  the  Com¬ 
pany  and  its  past  earnings?  A.  No,  I  would  say  that  I 
haven’t,  Mr.  Baker,  and  for  this  reason. 

Q.  That  answers  the  question.  A.  I  would  like  to - 

Chairman  Flanagan:  The  witness  is  entitled  to  explain 
that  answer  if  he  wishes. 

The  Witness:  For  this  reason:  that  the  cushion  that  I 
was  referring  to  was  a  cushion  on  current  earnings,  not 
any  cushion  that  has  accumulated  in  the  past,  and  I  think 
to  maintain  the  Company  in  a  sound  financial  position  you 
have  got  to  do  that  by  providing  adequate  current  earnings. 
Now,  a  Company  may  very  well  have  been  eminently  suc¬ 
cessful  over  a  past  period,  but  if  their  current  earnings  are 
not  such  that  that  they  can  demonstrate  that  they  are  a  go¬ 
ing  concern  and  they  have  good  earnings  and  can 

934  support  additional  securities,  then  no  matter  what 
your  past  experience  has  been  you  couldn’t  sell  secu¬ 
rities  on  the  basis  of  that.  I  think  that  is  one  of  the  pre¬ 
cepts  that  must  control  the  question  of  fair  return — 
whether  or  not  a  company  is  in  a  sound  financial  position. 
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Q.  You  mean  that  an  investor  would  not  take  into  con¬ 
sideration  the  surplus  of  the  company?  A.  Not  if  the 
earnings  were  down,  no. 

Q.  They  wouldn’t  take  into  consideration  the  surplus 
of  the  company,  even  though  the  earnings  might  tempo¬ 
rarily  be  down?  A.  It  would  have  some  effect,  but  not 
nearly  as  much  effect  as  the  current  level  of  earnings. 

Q.  Wouldn’t  the  investor  look  at  earnings  over  a  period 
of  years  to  determine  whether  or  not  it  is  a  good  invest¬ 
ment?  A.  He  would  look  at  them  but  very  sketchily.  He 
would  look  more  to  current  earnings  and  prospective  earn¬ 
ings  rather  than  to  past  earnings. 

Q.  Is  it  true,  Mr.  McElfresh,  that  the  forecast  of  oper¬ 
ating  revenue  is  premised  upon  this  Commission’s  approv¬ 
ing  a  rate  increase,  as  well  as  the  Maryland  and  Virginia 
Commissions  approving  a  like  rate  increase?  A.  I  don’t 
quite  understand  that. 

(The  reporter  read  the  pending  question.) 

Q.  Would  you  answer  that?  I  don’t  think  my  question 
has  the  right  basis.  Just  strike  that.  You  have  rec- 
935  ommended  that  the  rates  be  increased  by  this  Com¬ 
mission  in  an  amount  sufficient  to  produce  two  and 
one-half  million  dollars? 

Mr.  Harrison:  No. 

A.  No,  I  did  not.  I  said  that  was  the  increase  that 
I  estimated  would  be  necessary  for  the  system  as  a  whole, 
and  only  a  part  of  that,  of  course,  would  be  borne  by  Dis¬ 
trict  customers. 

Q.  If  this  Commission  should  approve  a  rate  calculated 
to  produce  two  and  one-half  million  dollars,  and  the  Mary¬ 
land  and  Virginia  Commissions  should  also  approve  a  rate 
increase,  what  would  be  the  result  on  the  Company?  A. 
That  would  be  fantastic,  Mr.  Baker.  I  had  no  notion  of 
anything  like  that  occurring. 

Q.  Well,  the  operating  revenues  between  the  District  of 
Columbia  and  the  other  jurisdictions  have  not  been  segre¬ 
gated  here,  have  they?  A.  The  operating  revenues  are 
susceptible  to  segregation. 
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Q.  Well,  what  is  your  recommendation  as  to  the  action 
this  Commission  should  take  as  far  as  increasing  the  reve¬ 
nues  in  the  District  of  Columbia?  A.  My  recommendation 
on  that  is  more  or  less  a  tentative  one — that  the  Company 
should  submit  revised  schedules  which  would  apply  to  both, 
not  to  both,  but  to  the  District,  Maryland,  and  Vir- 

936  ginia ;  and  from  that  we  can  then  determine  whether 
or  not  the  proportion  assigned  to  the  District  is 

reasonable  in  relation  to  the  overall  needs. 

Q.  Is  it  your  idea  that  the  schedule  of  rates  presented 
to  this  Commission  would  produce  throughout  the  system 
two  and  one-half  million  dollars?  Is  that  right?  A.  Yes, 
but  the  rates  which  this  Commission  would  approve  would 
be  only  those  which  would  affect  the  District  of  Columbia, 
as  I  understand  it.  This  Commission  would  have  no  juris¬ 
diction  to  prescribe  rates  in  Maryland  or  in  Virginia.  That 
must  be  done  by  the  Maryland  Commission  and  the  Vir¬ 
ginia  State  Corporation  Commission. 

Q.  If  those  two  commissions  did  not  go  along  with  the 
increase  in  rates  in  their  jurisdiction,  what  would  be  the 
effect  on  the  Company?  A.  It  would  be  adverse. 

Q.  And  you  feel  that  this  Commission  then  should  fur¬ 
ther  increase  the  rates  to  make  up  the  deficit  from  the  Mary¬ 
land  and  Virginia  operations,  if  there  should  be  a  deficit? 
A.  No,  sir.  No,  I  do  not;  but  I  have  no  reason  to  believe 
that  the  Maryland  and  Virginia  Comissions  are  not  reason¬ 
able  regulatory  bodies,  and  I  understand  that  they  have 
access  to  this  record. 

Q.  You  have  no  reason  to  believe  that  the  Maryland 
and  Virginia  Commissions  would  necessarily  adopt  the 
same  conclusions  as  this  Commission,  do  you  ? 

937  Mr.  Harrison:  If  the  Commission  please,  I  think 
Mr.  Baker  is  getting  into  the  realm  of  speculation. 

This  witness  certainly  can’t  be  expected  to  indicate  what 
the  Maryland  and  Virginia  Commissions  can  do.  This  wit¬ 
ness  is  testifying  as  to  the  overall  needs  of  the  Company. 

Chairman  Flanagan:  I  might  ask  whether  this  involves 
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any  different  procedure  from  the  practice  which  has  been 
currently  in  effect  for  the  last  twenty-odd  years. 

The  Witness:  No,  I  don’t  think  it  would.  The  practice 
has  been  followed — as  I  tried  to  state  on  my  direct — of 
this  Commission  making  a  determination  of  the  overall 
needs  of  the  Company,  and  apportionment  of  it  in  the  past 
has  been  mostly  by  decreases  and  apportionment  of  those 
decreases  between  the  two.  Of  course,  Virginia  w’as  not  in 
the  picture  in  those  days  and  was  not  until  the  first  of  this 
year,  when  the  former  Braddock  Company  was  merged.  But 
as  I  said,  that  procedure  has  worked  very  successfully  in 
the  past,  to  the  satisfaction  of  this  Commission  and,  I  be¬ 
lieve  I  can  state,  to  the  satisfaction  of  the  Maryland  Com¬ 
mission. 

*••••••••• 

938  Redirect  examination 

By  Mr.  Harrison: 

Q.  Mr.  McElfresh,  Mr.  Baker  asked  you  about  the  Com¬ 
pany’s  present  return  on  equity  capital  now  of  about  9 
or  10  percent.  It  so  happens  that  the  figures  he  gave  are 
those  shown  on  Schedule  2  of  Exhibit  44.  What  did  you 
understand  by  his  question  at  the  present  time?  A.  Well, 
I  thought  he  was  referring  to  what  a  5%  percent  return 
on  the  rate  base  would  produce.  That  was  my  understand¬ 
ing  of  his  question  at  the  time. 

Q.  As  of  what  time,  covering  9^  or  10  percent  return  on 
equity?  A.  That  would  cover  the  twelve  months’  period 
ending  with  January  31,  1949,  and  ending  with  December 
31,  1951. 

Q.  You  stated  a  moment  ago  you  thought  the  rates  estab¬ 
lished  by  the  Maryland  Commission  had  been  satisfactory. 
Do  you  live  in  the  State  of  Maryland  ?  A.  Yes,  sir,  I  do. 

Mr.  Kirby:  Mr.  McElfresh,  the  computations  that  you 
were  going  to  make  for  me,  would  you  have  them  available 
this  afternoon? 

The  Witness:  Yes. 

#•#*#**••* 
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939  Mr.  Harrison :  I  believe  Mr.  McElf resb  was  asked 
to  make  some  computations  before  the  recess.  I  be¬ 
lieve  he  has  them  available  now. 

The  Witness :  Yes.  I  believe  Mr.  Kirby  asked  me  what 
the  return  on  equity  capital  would  be  after  an  increase  in 
gross  operating  revenues  of  $2,218,943.  After  adjusting 
the  average  equity  capital  for  the  twelve-months  period 
ending  December  31,  1951,  the  return  on  equity  would 
amount  to  9.45  percent.  Now,  another  question  was  what 
would  be  the  return  on  equity  with  rates  increased  to  the 
extent  of  $2,500,000.  Again,  after  adjusting  the  equity 
for  the  additional  income,  that  return  would  be  9.71  per¬ 
cent. 

Mr.  Kirby:  Is  that  the  part  retained  by  the  company? 

The  Witness:  No,  that  is  before  any  distribution  or  any 
reduction  of  income  through  the  operation  on  the  modified 
sliding  scale  plan.  So  it  would  obviously  be  less  than  that 
after  the  operation  of  the  plant. 

•  •*•••*#•• 

940  James  K.  Macintosh  was  called  as  a  witness  for 
and  on  behalf  of  the  General  Services  Administra¬ 
tion  and,  having  been  first  duly  sworn,  was  examined  and 
testified  as  follows: 

Direct  examination 

By  Mr.  Kirby: 

945  Q.  Will  you  briefly  describe  the  changes  Pepco 
proposes  to  make  in  its  rate  schedules? 

946  A.  Mr.  Main,  Rate  Engineer  for  the  Company,  has 
already  testified  as  to  the  design  of  the  proposed 

rates.  I  would  like,  however,  to  point  out  that  under  the 
existing  schedules  Pepco  has  three  rate  zones  for  the  rate 
treatment  of  residential  customers  within  those  zones.  The 
present  zones  are  the  urban  zone,  suburban  zone  and  rural 
zone.  Under  the  Company’s  proposed  schedules,  there 
will  be  only  two  rate  zones,  namely,  an  urban  zone  and  a 
suburban  zone,  and  those  zones  will  be  applicable  to  all 
rate  schedule  customers.  In  order  to  effect  the  proposed 


two  zone  rate  treatment  of  residential  customers,  the 
Company  has  combined  the  present  suburban  and  rural 
zones  while  the  present  urban  zone  remains  as  is  writh  the 
exception  that  certain  present  suburban  residential  custo¬ 
mers  will  be  reclassified  as  urban  on  the  assumption  that 
the  customer  density  of  such  customers  requires  such  rate 
treatment. 

Q.  Will  you  explain  Sheet  3  of  Exhibit  47  entitled,  ‘  ‘  Com¬ 
parison  of  Present  Residential  RR  and  Proposed 

950  Residential  Schedule  RS”?  A.  The  Potomac  Elec- 
trict  Power  Company  proposes  to  combine  for 

rate  purposes  the  present  Residential  Schedules  RS 
and  RR  serving  the  present  rural  and  suburban 
zones  into  a  single  suburban  zone  under  the  pro¬ 
posed  Residential  Schedule  RS.  This  sheet  shows  the 
revenue  effect  upon  typical  bills  of  the  present  rural  zone 
customers  by  this  method  of  rate  treatment.  It  will  be 
noted  that  all  typical  bills  up  to  and  including  200  kilowatt- 
hours  will  be  either  reduced  or  unchanged.  The  actual 
cross-point,  w’hich  is  not  shown  on  this  sheet,  is  230  kilo¬ 
watt-hours  per  month.  More  than  38,000  customer  bills 
or  56  percent  of  the  total  bills  rendered  for  the  year  1949 
under  present  Residential  Schedule  RR  will  be  unchanged 
or  reduced  by  the  application  of  proposed  Residential 
Schedule  RS.  Again,  it  is  interesting  to  note  the  uniform¬ 
ity  of  the  20-cent  increase  per  typical  bill  for  monthly 
consumptions  from  250  kilowatt-hours  to  5000  kilo- 

951  watt-hours.  As  in  the  case  of  Sheet  1  and  Sheet  2, 
the  amount  of  the  typical  bill  increases  for  typical 

bills  over  600  kilowatt-hours  may  not  materialize  and  in 
fact  there  probably  will  be  actual  decreases  under  the 
Company’s  proposed  Residential  Schedule  LRS  and  the 
proposed  restriction  of  proposed  Residential  Schedule  RS 
to  customers  having  demands  of  10  kilowatts  or  less. 

Q.  You  have  referred  to  the  uniformity  of  the  typical 
bill  increases  in  describing  Sheets  1,  2  and  3.  Do  you  wish 
to  comment  on  the  significance  of  that  uniformity?  A.  Mr. 
Main  and  other  Company  witnesses  have  testified  that  the 


299 


additional  revenue  requirement  from  rate  schedule  custo¬ 
mers  in  the  amount  of  $2,102,000  has  been  occasioned  by 
the  need  to  earn  a  fair  return  on  an  increasing  electric 
plant  required  to  meet  the  increasing  loads  of  present 
and  future  rate  schedule  customers  and  to  maintain  the 
Company’s  credit  in  order  to  attract  capital  for  the  financ¬ 
ing  of  such  additional  plant.  This  additional  plant  is  nec¬ 
essary  to  meet  the  increasing  load  requirements  of  all  pres¬ 
ent  and  future  rate  schedule  classes  of  customers,  and  not 
just  one  class.  Mr.  Main  has  testified  that  the  power  sup¬ 
ply  studies  of  the  basic  power  supply  system  he  made  ref¬ 
erence  to  on  Transcript  Page  129  serve  as  a  guide  or  test 
of  the  reasonableness  of  the  Company’s  rates.  Further, 
that  with  the  exception  of  fuel  and  interchange  power 
costs  which  have  declined  somewhat  from  their  1948 
and  1949  levels,  all  other  costs  of  power  supply  are 
952  increasing.  Mr.  Main’s  Exhibit  18  bears  this  out. 

The  increases  in  other  power  supply  costs  have  re¬ 
sulted  from,  as  also  testified  to  by  Mr.  Main,  the  large 
increases  in  investment  at  high  cost  levels  to  meet  the 
increasing  loads  of  present  and  future  customers  and 
consist  principally  of  operation  and  maintenance  expenses, 
depreciation,  taxes  and  return  on  the  property  comprising 
the  power  supply  system.  Mr.  Main  further  testified,  on 
Transcript  Page  145,  that  the  Company  believes  the  pres¬ 
ent  rate  schedules  are  reasonably  equitable  between  the 
residential,  small  commercial  and  large  commercial  classes 
and  the  additional  dollar  needs  or  required  revenue  will 
affect  each  kilowatt-hour  sold  to  rate  schedule  customers 
to  the  same  extent. 

Now,  with  respect  to  the  uniformity  of  the  typical  bill 
increases  shown  on  Sheet  1  of  Exhibit  47.  For  example, 
typical  bill  for  250  kilowatt-hours  under  the  proposed  Res¬ 
idential  Rate  Schedule  R  will  be  increased  22  cents  per 
month,  and  a  typical  bill  for  1000  kilowatt-hours  also  will 
be  increased  22  cents  per  month.  The  same  is  true  with 
respect  to  Sheet  2  where  under  proposed  Residential  Sched¬ 
ule  RS,  a  typical  bill  for  250  kilowatt-hours  will  be  in¬ 
creased  65  cents  per  month  and  a  typical  bill  for  1000  kilo- 
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watt-hours  will  be  increased  65  cents  per  month.  In  like 
manner,  Sheet  3  indicates  that  a  typical  bill  for  250  kilo¬ 
watt-hours  will  be  increased  20  cents  per  month  and 
953  a  typical  bill  for  1000  kilowatt-hours  will  also  be  in¬ 
creased  20  cents  per  month.  Such  a  situation  clearly 
indicates  that  the  additional  dollar  needs  have  not  been 
allocated  to  each  kilowatt-hour  sold  for  the  typical  bills 
under  the  proposed  Residential  Schedules  R  and  RS  and 
in  my  opinion,  in  the  absence  of  a  complete  cost  analysis 
for  each  proposed  rate  schedule  in  the  District  of  Colum¬ 
bia,  Maryland  and  Virginia,  results  in  inequities  among 
customers  wfithin  a  rate  schedule  and  between  rate  sched¬ 
ules.  Customer  groups  within  a  rate  schedule  should  pay 
their  proper  portion  of  the  Company’s  total  required  reve¬ 
nue  from  that  customer  rate  schedule  class,  especially 
where  the  rate  schedule  has  been  designed  to  provide  addi¬ 
tional  revenue  requirements  to  maintain  credit  in  order 
to  attract  capital  to  finance  the  building  of  additional  facil¬ 
ities  to  meet  the  increasing  loads  of  present  and  future 
customers.  In  this  connection,  I  would  like  to  direct  your 
attention  to  Mr.  Main’s  testimony  on  Transcript  Page  148 
wherein  he  testified  that  it  had  been  found  by  tests  that 
monthly  residential  consumption  up  to  about  600  kilowatt 
hours  per  month  have  a  lower  average  load  factor  than 
those  in  excess  of  600  kilowatt-hours.  Despite  this  change 
in  customer  characteristics,  apparently  occurring  at  600 
kilowatt-hours,  we  find  a  constant  rate  increase  for  all 
typical  bills  of  over  250  kilowatt-hours  per  month. 
#•*•••**%• 

975  Q.  If  I  understand  your  testimony  and  Mr.  Main’s 
Exhibit  18,  total  energy  costs  per  kilowatt-hour  are 
decreasing  and  total  demand  costs  per  kilowatt  are  in¬ 
creasing.  A.  That  is  correct. 

Q.  And  that  when  Mr.  Black  testified  relative  to  the  com¬ 
pany’s  rate  schedules  in  1948,  total  energy  costs  had  in¬ 
creased  41.5  per  cent  over  the  year  1945  and  total  demand 
costs  had  actually  decreased  by  approximately  2  per  cent. 
A.  That  is  correct. 
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Q.  How  does  Mr.  Main  propose  to  allocate  the  required 
revenue  to  rate  schedule  customer  groups  under  his 

976  proposed  rate  schedules  when  the  company’s  pres¬ 
ent  need  for  additional  revenue  is  based  on  increased 

demand  costs  and  not  energy  costs  ?  A.  On  the  same  basis 
as  Mr.  Black.  Mr.  Main  testified  on  transcript  page  145: 
“When  these  rates  were  revised  in  1948,  substantial 
changes  vrere  made  in  the  schedules  in  order  to  bring  about 
a  more  equitable  distribution  among  the  groups  of  the 
revenue  derived  from  the  rate  schedule  portion  of  our 
business.  Therefore,  it  is  believed  that  the  present  rate 
schedules  applicable  to  these  customers  are  reasonably 
equitable  between  the  three  classes;  and  assuming  that 
their  load  factors  have  not  changed  materially,  which  is 
believed  to  be  the  case,  the  additional  dollar  needs  will 
affect  each  kilowatt-hour  sold  to  rate  schedule  customers 
to  the  same  extent.  We  have,  therefore,  allocated  the 
revenue  increase  to  the  rate  schedule  customers  in  propor¬ 
tion  to  the  kilowatt-hour  sales  to  the  respective  groups,  as 
this  would  maintain  the  present  degree  of  equitable  rela¬ 
tionship  between  the  several  groups.” 

It  is  therefore  evident  both  Mr.  Black  in  1948  and  Mr. 
Main  in  1950  use  the  same  basis  in  allocating  additional 
dollar  needs  occasioned  by  directly  opposite  circumstances, 
namely,  in  1948  energy  costs  were  increasing  and  in  1950 
energy  costs  are  decreasing  and  demand  costs  increas¬ 
ing. 

977  Q.  Does  this  method  of  allocating  the  required 
revenue  increase  to  rate  schedule  group  customers 

maintain  the  present  degree  of  equitable  relationship  be¬ 
tween  the  several  groups?  A.  In  my  opinion,  this  method 
of  allocating  the  additional  revenue  requirements  to  rate 
schedule  group  customers  does  not  maintain  the  present 
degree  of  equitable  relationship  between  the  several 
groups.  Sheets  1  to  22  of  Exhibit  47  clearly  indicate  this 
to  be  so. 

In  addition,  it  must  be  remembered  that  Pepco  allegedly 
requires  this  additional  revenue  not  because  total  energy 
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costs  per  kilowatt-hour  are  increasing  but  because  of  costs 
occasioned  by  the  additional  electric  plant  and  facilities 
which  are  being  and  will  be  installed  to  meet  the  increasing 
needs  and  loads  of  present  and  future  customers. 

This  additional  plant  is  being  added  at  higher  cost  levels 
including  materials  and  labor  and  increased  maintenance 
and  operation  expense,  as  well  as  depreciation,  taxes  and 
the  necessary  return  to  maintain  credit  and  attract  capital 
in  order  to  finance  the  additional  plant  as  expeditiously 
and  economically  as  possible.  This  is  a  demand  situation 
■where  increasing  demand  costs  necessitate  the  generation 
of  additional  rate  schedule  group  revenue  from  all  rate 
schedule  groups. 

Mr.  Main  on  transcript  pages  131  and  132  testified : 
978  “If  fuel  was  the  only  element  of  cost  in  which 
changes  have  taken  place,  the  effect  on  each  and 
every  kilowatt-hour  generated  would  be  the  same  and  a 
revenue  adjustment  allocated  to  the  different  classes  in 
proportion  to  the  kilowatt-hours  generated  for  each  class 
would  be  proper  and  equitable.  That  is,  assuming  the  vari¬ 
ous  rate  schedules  were  in  proper  relationship  to  each 
other  before  the  change.  When  changes  take  place  in  cost 
items  other  than  fuel,  consideration  must  also  be  given  to 
revising  the  different  rates  to  reflect  changes  in  the  custo¬ 
mer  and  demand  expense.  In  other  words,  we  must  also 
consider  whether  the  rates  result  in  each  buyer  class  pay¬ 
ing  his  proper  share  of  the  company’s  total  revenue.” 

Mr.  Main  finds  there  is  a  declining  cost  in  total  energy 
costs  per  kilowatt-hour,  that  there  is  an  increase  in  total 
demand  costs  per  kilowatt,  that  the  various  rate  schedules 
are  in  proper  relationship,  and  that  the  only  major  changes 
are  required  in  street  lighting  and  street  railway  service 
and  the  Southern  Maryland  Electric  Cooperative  contract, 
yet  allocates  his  required  additional  revenue  requirement 
for  each  class  of  rate  schedule  group  customers  on  a  kilo¬ 
watt-hour  basis  just  as  if  each  kilowatt-hour  were  equally 
affected. 

•  ••••#•••• 
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981  Q.  Mr.  Main  stated  that  the  allocation  on  an  en¬ 
ergy  basis  would  be  the  same  as  on  a  demand  basis. 

What  is  the  result  of  allocating  this  $500  demand  cost  in¬ 
crease  on  a  demand  basis  using  the  method  of  allocating 
demand  cost  that  Mr.  Main  uses  in  his  Exhibit  31  ?  A.  That 
is  shown  in  Section  C  of  Exhibit  48.  I  have  first  computed 
the  demand  for  each  customer  by  averaging  the  peak  de¬ 
mand  and  the  average  demand.  For  Customer  A  that 
comes  to  60.3  kilowatts  and  for  Customer  B  70.6  kilowatts. 
In  other  words,  on  a  demand  basis,  46.1  per  cent  would  be 
assessed  to  Customer  A,  or  $230.50,  and  the  remaining 
53.9  per  cent,  or  $269.50,  would  be  assessed  against  Cus¬ 
tomer  B. 

Therefore,  it  is  obvious  from  this  exhibit  that  an  energy 
basis  for  allocating  increased  costs  is  not  the  same  as 
allocating  the  increased  demand  costs  on  a  demand  basis. 
It  is  also  obvious  that  using  the  improper  energy  basis  of 
allocation  results  in  overcharging  high  load-factor  cus¬ 
tomers. 

This  exhibit  in  my  opinion  demonstrates  the  basic  fal¬ 
lacy  in  Mr.  Main’s  method  of  allocating  the  $2,- 

982  106,000  additional  revenue  required  among  the  vari¬ 
ous  rate  schedule  classes.  He  admits  at  the  outset 

that  the  increased  revenue  requirement  arises  from  in¬ 
creased  demand  costs.  Yet  he  allocates  that  amount  on  an 
energy  basis. 

A  kilowatt-hour  or  energy  basis  of  allocation  of  increased 
revenue  requirements  was  proper  in  1948  because  the  in¬ 
creased  revenue  requirements  arose  from  increased  energy 
costs.  It  is  for  the  very  reason  that  the  1948  method  was 
correct  then  that  the  same  method  is  absolutely  incorrect 
in  this  case.  The  conditions  allegedly  responsible  for  in¬ 
creased  revenue  requirements  in  this  case  are  exactly  op¬ 
posite  to  what  they  were  in  1948. 

•  ••••••••• 
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994  James  H.  Ferry  resumed  the  stand  and  testified 
further  as  follows: 

Redirect  examination 

By  Mr.  Reilly: 

Q.  Mr.  Ferry,  on  page  848,  lines  5  to  7  of  the  transcript, 
Mr.  Myse  asked  you  to  supply  information  as  to  the  items 
which  go  to  make  up  the  incremental  generating  costs  used 
in  computing  charges  for  electricity  supplied  to  Consoli¬ 
dated  Gas  Electric  Light  and  Power  Company  of  Balti¬ 
more.  Can  you  give  us  those  items  now?  A.  Yes.  These 
items  include  fuel  cost,  including  fuel  handling  and  labor, 
boiler  and  coal  handling,  equipment  and  maintenance,  tur¬ 
bine  maintenance,  and  any  other  specially  taken  on  ex¬ 
pense.  For  example,  from  time  to  time  they  will  ask  us 
to  stajad  by  with  boiler  capacity  which  we  otherwise  would 
not  need,  and  extra  labor  is  called  in  to  be  prepared  to  op¬ 
erate  those  boilers  and  is  charged  to  them,  although 

995  no  electricity  may  be  sent  to  them. 

Q.  Now,  on  page  849,  lines  22-25  of  the  transcript, 
Mr.  Myse  asked  if  the  223,00  duct  feet  of  U.  G.  owned  by 
Capital  Transit  Company  and  used  by  Pepco  was  used  in 
part  to  serve  customers  other  than  Capital  Transit  Com¬ 
pany.  A.  That’s  right. 

Q.  What  is  your  answer  to  that  question?  A.  It  is  used 
for  others. 

Q.  On  being  questioned  by  Mr.  Myse  on  page  850,  lines 
23-25,  and  851,  lines’  1-17,  as  to  whether  or  not  there  are 
some  additional  items  of  property  being  used  at  substa¬ 
tions  3  and  23  other  than  those  covered  in  the  rental  agree¬ 
ments  of  1931,  you  stated  that  you  thought  that  an  addi¬ 
tional  transformer  may  have  been  installed  at  that  loca¬ 
tion.  Have  you  since  investigated  this  matter?  A.  I 
have.  I  find  that  there  has  been  no  change  in  the  property 
of  the  Transit  Company  used  over  that  period  as  from 
what  it  was  in  1931. 

Q.  In  connection  with  the  interchange  agreement  with 
the  Baltimore  Company,  Mr.  Myse  asked  Mr.  Main,  on  page 
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743,  lines  4-25  of  the  transcript,  what  the  average  charge 
was  per  kilowatt  hour  for  energy  supplied  the  Baltimore 
Company  during  the  year  1949,  the  first  six  months  of 
1950,  and  the  first  nine  months  of  1950.  Are  you  prepared 
to  furnish  that  information.  A.  Yes.  Of  course, 

996  the  charge  per  kilowatt  hour  depends  on  how  you 
figure  it.  There  is  a  rather  complicated  method  of 

billing.  The  first  period  was  the  year  1949.  In  that 
year  the  charge  to  Washington,  net  debit  to  Washington, 
was  $402,000  net  to  Washington,  and  that  included  $265,200 
for  firm  peak  service,  w’hich  I  regard  as  a  capacity  charge. 
With  that  exception  now,  if  we  eliminate  that  $265,200  for 
capacity,  the  kilowatt  hours  worked  out  to  4.11  mills.  If 
we  include  the  $265,000,  the  charge  is  6.16  mills. 

Mr.  Myse:  May  I  interrupt? 

Mr.  Reilly:  Surely. 

Recross-examination 

By  Mr.  Myse: 

Q.  That  isn’t  the  charge  for  the  energy  which  you  trans¬ 
mitted  to  Baltimore,  w’hich  was  the  subject  of  my  question. 
As  I  understand  it,  you  gave  us  the  charge  for  the  energy, 
the  net  charge  for  the  energy,  you  received  from  Baltimore. 
Isn’t  that  correct?  A.  That’s  right. 

Q.  Well,  now,  what  is  the  answer  to  my  question — the 
average  charge?  A.  The  credit  to  Washington  for  that 
year  was  $566,879. 

Q.  That  is  the  charge  to  Baltimore  Company  for 

997  the  energy  you  transmitted  to  them?  That’s  right. 

Q.  Now,  how  many  kilowatt  hours  of  energy  did 
that  cover?  A.  Well,  I  will  give  it  to  you  in  the  kilowatt 
hours.  The  steam  economy  flow  to  Baltimore,  92,854,000 
kilowatt  hours. 

Q.  What  is  the  mill  rate  on  that?  A.  First  let  me  give 
you  the  total  for  that — $488,986.  Now,  there  was  a  credit 
to  Washington  of  $77,509  for  the  use  of  the  frequency 
changer,  railroad  frequency  changer,  and  a  credit  for  un¬ 
intentional  interchange  of  $383.46.  That  totals  $566,879. 
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Q.  Can  you  figure  roughly  for  me  quickly  the  mill  rate, 
equating  the  $488,986,  which  I  understand  is  the  charge 
to  Baltimore  for  energy,  against  the  actual  energy  trans¬ 
mitted  of  92,804,000?  A.  You  mean  taking  the  total  figure 
and  dividing  it? 

Q.  No.  The  $488,986,  isn’t  that  the  energy  charge?  A. 
Yes.  Approximately  5.27  mills. 

Q.  Now,  that  5.27  mills  is  then  the  average  revenue  you 
received  from  Baltimore  Company  per  kilowatt  hour  for 
the  energy  which  you  transmitted  to  them  in  the  year  1949 ; 
is  that  correct?  A.  That’s  right. 

Q.  Now,  you  had  some  other  figures  for  other  periods. 

Will  you  give  the  comparable  ones?  A.  That  was 

998  5.27,  wasn’t  it,  Mr.  Myse,  I  gave  you? 

Q.  Yes.  A.  I  think  the  next  period  asked  for  was 
six  months  ending  June  30,  1950.  The  credit  to  Washing¬ 
ton  for  that  period  was  $140,498.  The  energy  sent  to 
Baltimore  was  18,949,000  kilowatt  hours,  charged  for  as 
$101,744. 

Q.  That  is  the  charge  for  the  18,949,000  KWH,  is  that 
right?  A.  Right.  And  that  is  approximately  5.4  plus 
mills. 

Q.  You  have  a  comparable  figure  for  the  credit  to  Pepco 
for  the  use  of  the  P.  R.  R.  frequency  changer  in  that  pe¬ 
riod?  A.  That  was  $38,754.  That  is  a  fixed  monthly  rate. 

Q.  Now,  was  there  any  comparable  credit  for  uninten¬ 
tional  interchange.  A.  No. 

Q.  No  other  credits  of  any  kind?  A.  No,  sir. 

Q.  May  we  have  the  figures  for  the  nine  months  begin¬ 
ning  1950?  A.  There  was  steam  economy  flow  to  Balti¬ 
more  of  64,779,000,  for  which  there  was  a  charge  of 
$319,710. 

Q.  The  mill  rate  on  that  then  is  what?  A.  About  4.9 
mills. 

Q.  What  is  the  comparable  credit  for  the  railroad 

999  frequency  changer?  A.  $58,131. 

Q.  Were  there  any  other  credits  covered  in  that 
nine  months’  period?  A.  No. 
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Redirect  examination  ( cont’d ) 

By  Mr.  Reilly: 

Q.  During  his  cross  examination  of  Mr.  Main,  Mr.  Myse 
inquired  of  Mr.  Main  on  pages  767  and  768  if  Pepco  re¬ 
ceived  a  credit  or  some  revenue  in  some  form  from  the 
Baltimore  Company  for  conversion  equipment  used  in  de¬ 
livering  energy  to  the  Pennsylvania  Railroad  for  the  Balti¬ 
more  Company.  What  is  the  answer  to  that  question, 
Mr.  Ferry?  A.  Pepco  receives  $6,549.09  per  month  or 
$77,509.08  per  year  from  the  Baltimore  Company  to  cover 
fixed  charges  and  maintenance  of  the  frequency  changer 
equipment  used  to  deliver  energy  to  Pennsylvania  Rail¬ 
road.  This  charge  appears  on  the  monthly  statement  cov¬ 
ering  the  interchange  of  power  with  the  Baltimore  Com¬ 
pany  as  a  credit  to  Pepco. 

•  •*••••••• 

1007  David  A.  Kosh  was  called  as  a  witness  for  and 
on  behalf  of  the  General  Services  Administration 

and,  having  been  first  duly  sworn,  was  examined  and  tes¬ 
tified  as  follows: 

Direct  examination 

1008  By  Mr.  Kirby: 

1009  Q.  Is  it  your  opinion  that  Mr.  Main  did  not  apply 
his  method  correctly?  A.  It  is. 

Q.  Will  you  elaborate  on  that  answer,  please?  A.  The 
error  Mr.  Main  made  does  not  stem  from  his  method  of 
allocating  costs.  It  is  basic  error  and  it  arises  essentially 
from  his  grouping  of  twelve  rate  schedules,  covering  over 
99  percent  of  his  customers,  and  representing  over  two- 
thirds  of  total  kilowatt  hours  sold. 

It  is  my  understanding  that  the  purpose  of  Exhibit  31 
was  to  aid  in  the  determination  of  whether  the  rates  pro¬ 
posed  by  Pepco  were  reasonable,  and  to  aid  in  the  redesign 
of  those  rates  if  such  redesign  were  required. 
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The  aggregation  or  combination  of  twelve  existing,  or 
eight  proposed,  rate  schedules  immediately  nullifies 
1010  the  usefulness  of  the  cost  analysis  for  purposes  of 
designing  the  rate  schedules  for  the  rate  classes  so 
aggregated. 

If  that  were  all  the  aggregation  would  do,  it  would  merely 
reduce  the  usefulness  of  the  cost  allocation.  But,  what  is 
far  more  serious,  the  act  of  combining  these  twelve  rate 
classes  acts  to  increase  the  proportion  of  demand  costs  al¬ 
located  to  the  other  rate  classes. 

And  that  doesn’t  just  reduce  the  usefulness  of  the  cost 
study;  it  destroys  it,  because  the  resulting  costs  are  neither 
the  absolute  nor  the  relative  costs  of  serving  the  various 
rate  classifications. 

**###•##•• 

1017  However,  Mr.  Main  implied  in  one  part  of  his 
cross  examination  that  his  cost  analysis  did  tend  to 
show  the  relative  revenues  that  should  be  obtained  from 
the  various  classes  shown  on  Exhibit  31.  If  that  is  Mr. 
Main’s  opinion,  I  believe  he  is  in  error. 

To  be  perfectly  fair  to  Mr.  Main,  he  did,  on  page  836, 
lines  8  and  9  of  the  record,  say  unequivocally  that  the 
results  of  his  Exhibit  31  do  not  showT  the  relative  amounts 
to  be  collected.  Whatever  basis  he  may  have  for  that 
opinion,  I  do  agree  with  the  conclusion;  Exhibit  31  shows 
neither  the  absolute  nor  relative  amounts  to  be  collected 
under  reasonable  rates. 

Q.  Do  you  imply  that  you  agree  with  the  rates  Mr.  Main 
presented  in  Exhibit  15? 

•  *#**•*#•• 

1023  The  Witness:  No.  I  will  simply  say  this:  If  we 
have  eight  rate  classes  that  are  being  grouped  in 
Exhibit  31,  and  if  the  testimony  is  that  those  eight  rates 
apply  to  eight  different  classes  of  customers,  then  I  say 
that  you  should  have  kept  those  eight  rate  classes  separate 
as  eight  cost  allocation  classes. 
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Commissioner  Spencer:  As  I  understand  it,  then,  you 
are  stating  that  keeping  your  customer  groups  separate  as 
shown  on  Sheet  2  is  the  proper  way? 

#*###**#*• 

1024  Commissioner  Spencer:  Can  you  assist  the  Com¬ 
mission  in  pointing  out  any  way  which  with  known 

facts  this  method  could  be  used? 

The  Witness:  Well,  let  me  say  again  that  this  method 
is  identically  the  same  method  as  Exhibit  31,  prepared  by 
Mr.  Main.  I  think  if  Mr.  Main  had  not  aggregated  his 
twelve  or  eight  proposed  classes,  if  he  had  kept  them  sepa¬ 
rate,  at  least  to  some  extent,  then  I  think  the  results  of  his 
cost  allocation  might  be  considerably  better  than  they  are. 

Comissioner  Spencer:  My  question  was  whether  with  the 
available  facts  this  method  can  be  used. 

The  Witness:  No,  sir,  we  don’t  have — at  least  I  don’t 
know  of  any  facts  in  the  record  that  will  show  the  neces¬ 
sary  data  for  keeping  those  eight  classes  separate. 
Commissioner  Spencer:  In  or  out  of  the  record. 

The  Witness:  That  I  can’t  say. 

Commissioner  Spencer:  Are  they  available? 

The  Witness:  Whether  Pepco  has  them  or  not,  I 

1025  don’t  know.  I  am  sure  they  can  be  obtained. 
#•*•*•«••• 

1026  The  Witness :  No.  I  think  the  answer  to  that  is 
this,  Mr.  Commissioner:  There  presumably  is  some 

basis,  whatever  it  be,  for  having  twelve  rate  classes  at 
present  or  eight  proposed  rate  classes  for  this  group  now 
called  “low  voltage.”  Now,  if  that  is  a  sound  basis,  if 
there  is  something  of  substance  behind  the  desire  to  have 
eight  rate  classes,  then  I  say  that  the  same  factors  that 
motivated  having  eight  special  schedules  should  apply  with 
equal  force  to  having  those  eight  separate  cost  allocation 
classes.  Now,  it  is  true  that  any  of  the  eight  might  be  so 
broad  as  to  do  inequity  as  among  individual  customers  in 
there,  but  then  you  can’t  have  a  rate  schedule  for  every 
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customer.  There  is  some  middle  ground.  But  all  I  sav  is 
this:  Having  decided  that  eight  rate  classes  is  a  correct 
breakdown  for  rate  purposes,  then  logic  requires  that  at 
least  those  eight  classes  be  kept  separate  for  cost  allocation 
purposes. 

Commissioner  Spencer:  I  think  I  see  it. 

Chairman  Flanagan:  I  am  not  sure  I  do,  particularly  as  I 
recall  Mr.  Macintosh’s  testimony  and  yours  to  some 

1027  extent,  where  so  much  emphasis  is  laid  on  the  de¬ 
mand  rather  than  the  kilowatt  hour  consumption. 

Mr.  Spencer  I  think  tried  to  ascertain  how  you  can  get  a 
demand  to  apply  to  any  particular  class  of  low  voltage 
consumers  under  the  present  methods  of  metering  and 
billing. 

The  Witness:  I  think  the  answer  is  this,  Commissioner 
Flanagan:  Pepco  proposed  a  schedule  for  small  residential 
customers,  Schedule  R.  I  think  that  should  have  been  kept 
as  a  cost  allocation  group.  To  get  the  demand  factor  to 
be  used  in  Exhibit  31  for  that,  Pepco  would  undoubtedly 
have  to  do  test  metering,  just  the  way  it  did  for  purposes 
of  Exhibit  24,  so  that  it  could  come  up  with  an  estimate 
of  class  demand  for  customer  R.  It  could  readily  get  kilo¬ 
watt  hours,  and  having  those  two  factors,  it  is  then  in  the 
same  kind  of  a  position  to  go  through  the  method  of  Exhibit 
31  for  purposes  of  allocation  those  functional  costs  which 
Mr.  Main  calls  demand  costs. 

Chairman  Flanagan :  That  would  be  a  very  arbitrary  de¬ 
termination,  though,  wouldn ’t  it,  based  on  a  few  test  cases  ? 

The  Witness:  Oh,  no. 

Chairman  Flanagan:  And  the  application  of  that  result 
to  a  class? 

The  Witness:  The  arbitrariness  of  it  would  depend  on 
the  adequacy  of  the  sample,  and  I  think  a  good  sample  can 
be  gotten.  I  have  seen  it  done  in  the  Conn  Edison  case 
of  New  York,  where  they  made  samples  of  a  city 

1028  considerably  larger  than  this,  and  as  I  remember 
there  were  no  serious  objections  to  the  adequacy  of 

the  sample.  A  good  sample  can  be  gotten. 
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Commissioner  Spencer:  I  don’t  pose  the  question  of  the 
adequacy  of  the  sample,  but  I  do  pose  the  question  of 
whether,  after  you  have  made  that  sampling,  your  results 
are  coincident  or  even  close  enough  so  that  you  can  class 
them  under  your  method  shown  here  in  your  mathematical 
calculation  of  Sheet  2. 

The  Witness:  I  will  say  this:  It  is  better  than  an  aggre¬ 
gation.  The  closer  your  cost  allocation  groups  are  to  sig¬ 
nificant  rate  terms,  the  closer  will  the  results  of  your  cost 
analysis  come  out  to  a  correct  answer.  I  am  not  suggest¬ 
ing  that  my  method  will  give  it  to  you  within  a  fraction 
of  a  percent,  “This  is  it.” 

Commissioner  Spencer:  Why  is  it  better  than  aggregar 
tion? 

The  Witness:  Aggregation  by  itself  acts  to  shift  classes 
of  customers.  Why  does  Pepco  propose  eight  classes  for 
these  low  voltage  customers?  The  same  reason  that  moti¬ 
vate  Pepco  for  making  eight  rate  classes  should  motive 
it  to  have  eight  cost  allocation  classes.  If  it  is  wrong  in 
the  first  place,  if  instead  of  having  eight  rate  classes  it 
should  have  one,  my  objection  disappears. 
«•*•••«••• 

1034  The  Witness :  I  see  where  I  made  my  mistake.  The 
method  of  aggregation  is  a  very  poorly  chosen 

phrase.  The  aggregation  of  so  many  rate  classes  into  a  cost 
allocation  has,  in  my  opinion,  destroyed  the  results  of  31. 
If  the  method  of  31  were  used,  but  applied  to  classes  to 
coincide  with  rate  classes,  then  I  think  the  results  would  be 
reasonably  good.  I  have  no  objection  to  the  method  of 
31.  I  object  to  the  aggregation  of  classes  to  which 

1035  the  method  applied  will  give  erroneous  results. 

•  •••••*••• 

Q.  Mr.  Kosh,  have  you  heard  Mr.  Dunn’s  testimony  and 
analyzed  his  exhibits?  A.  I  have. 

Q.  If  the  requested  rates,  as  shown  in  Exhibit  15,  are 
put  into  effect,  will  Pepco  earn  at  more  than  the  basic  slid- 
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ing  scale  rate  of  return  ?  A.  It  will,  even  on  the  basis  of  Mr. 
Dunn’s  own  exhibits.  Much  more  than  the  basic  rate  of 
return  on  the  basis  of  Mr.  McElfresh’s  exhibits. 

Q.  Have  you  made  a  study  of  Pepco’s  earnings  require¬ 
ments?  A.  I  have. 

Q.  Before  explaining  in  detail  the  study  you  have  made, 
what  does  that  study  indicate?  A.  It  indicates  to  me  that 
the  maximum  level  to  which  Pepco’s  rates  should  be  in¬ 
creased  in  this  case  is  to  a  point  where  Pepco  will  earn, 
on  a  going  basis,  the  basic  rate  of  return  of  5Y> 

1036  percent. 

Q.  Will  you  describe  briefly  the  study  you  have 
made  in  reaching  this  conclusion?  A.  The  last  time  this 
Commission  made  a  full-fledged  study  of  fair  rate  of  return 
to  Pepco  was  in  Case  335  and  338,  which  resulted  in  Order 
No.  2796.  It  seems  to  me,  therefore,  that  it  would  be  worth¬ 
while  to  compare  the  cost  of  capital  that  this  Commission 
found  to  obtain  in  that  case  and  to  compare  it  with  the 
present  cost  of  capital.  I  have  made  that  comparison. 

Q.  In  that  connection  did  you  prepare  an  exhibit  entitled 
“Potomac  Electric  Power  Company  Federal  Reserve  Board 
Index  of  Utility  Stock  Prices  1935-1939  Equals  10”?  A. 
It  should  be  equal  to  100.  Yes,  I  did. 

Mr.  Kirby:  I  ask  that  the  exhibit  to  which  reference  has 
just  been  made  be  numbered  as  Exhibit  52  for  identifica¬ 
tion. 

Chairman  Flanagan:  It  may  be  so  marked. 

(GSA  Exhibit  No.  52  was  marked  for  identification.) 

By  Mr.  Kirby: 

Q.  Will  you  please  explain  Exhibit  No.  52,  Mr.  Kosh  ?  A. 
The  exhibit  is  in  my  opinion  a  good  barometer  of  general 
business  conditions.  The  stock  market  boom  of  1929  and 
the  ensuing  crash  are  clear  on  the  exhibit,  as  is  the  recovery 
of  1937  and  the  recession  of  1938.  The  effect  of 

1037  World  War  II,  with  its  effect  on  the  economy  in  gen¬ 
eral  are  rather  clearly  shown.  The  rise  from  the  pes- 
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simism  of  1942,  the  bull  market  which  ended  in  1946,  are 
also  evident.  The  1949  bull  market,  which  was  halted,  or 
possibly  only  slowed  up  by  the  Korean  situation,  is  shown 
by  the  break  in  the  index.  The  more  recent  recovery  of  the 
stock  market  is  not  too  clearly  shown  on  this  monthly  index, 
but  the  break  since  Korea  seems  to  have  been  arrested. 

Now,  if  this  index  is  an  indicator  of  investor  optimism 
and  business  conditions  in  general — and  I  believe  that  it 
is  such  an  indicator — then  presently  we  are  certainly  in  no 
worse  a  situation  than  we  were  in  1944,  or  at  any  time 
since  the  middle  of  1946. 

As  far  as  this  general  indicator  is  concerned,  there 
would  seem  to  be  no  reason  why  the  present  cost  of  capital 
is  any  higher  than  it  was  in  1944  or  over  the  period  since, 
say,  1940. 

Q.  Did  you  prepare  an  exhibit  entitled  “Potomac  Elec¬ 
tric  Power  Company  Ratio  of  Yield  on  Moody’s  10  Public 
Utilities  AAA  Bonds  to  Yield  on  10  BAA  bonds”?  A.  I 
did. 

Mr.  Kirby :  I  ask  that  the  exhibit  to  which  reference  has 
just  been  made  be  numbered  as  Exhibit  No.  53  for  identi¬ 
fication. 

Chairman  Flanagan:  It  may  be  so  marked. 

1038  (GSA  Exhibit  No.  53  was  marked  for  identifica¬ 
tion.) 

By  Mr.  Kirby: 

Q.  Mr.  Kosh,  will  you  please  explain  Exhibit  No.  53? 
A.  The  ratio  of  yields  on  high  grade  bonds  to  the  yield  on 
medium  grade  bonds  has  also  been  used  as  an  index  of 
investor  confidence.  The  Cleveland  Trust  Company  pub¬ 
lishes  such  an  index. 

To  bring  this  type  of  index  closer  to  the  utility  picture, 
I  have  computed  the  ratio  of  the  yields  on  Moody’s  AAA 
Public  Utility  Bonds  to  the  yields  on  Moody’s  BAA  Public 
Utility  Bonds,  to  obtain  what  may  be  consdered  an  index 
of  investor  confidence  in  the  public  utility  field. 
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The  theory  behind  this  index  is  that  when  earnings 
prospects  are  good,  wrhen  investors  feel  confident  of  the 
future,  they  have  little  doubt  as  to  whether  even  medium 
grade  bonds  will  earn  their  charges,  and  hence  the  spread 
1  between  the  yields  on  Triple  A’s  and  BAS’s  will  be  nar¬ 
row,  and  the  ratio  as  shown  on  Exhibit  53  will  be  high. 
The  opposite  will  be  true  when  investors  have  fears  of 
the  future.  Their  confidence  in  the  BAA’s  wfill  drop,  that 
is,  the  price  of  the  BAA’s  will  drop  and  their  effective 
yields  will  rise  much  more  so  than  on  Triple  A’s,  and  the 
spread  between  the  Triple  A’s  and  BAA’s  wfill  widen,  and 
the  index  will  go  dowm. 
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I  believe  that  it  is  evident  from  the  index  that  it 
i  1039  does  reflect  investor  confidence  in  a  general  way. 

This  index  is  not  as  volatile  or  sensitive  as  the  stock 
price  index,  and  probably  reflects  the  opinion  of  a  different 
segment  of  the  money  market. 

I  believe  that  the  index  does  show  that  the  level  of  in¬ 
vestor  confidence  is  certainly  no  low-er  than  it  w*as  in  1944, 
and  representative  of  the  average  situation  since  that 
time.  There  seems  to  be  no  falling  trend  in  the  index. 
Here,  too,  I  see  no  general  reason  why  the  cost  of  capital 
should  be  any  higher  than  in  1944  or  at  any  time  since. 

Q.  So  far,  Mr.  Kosh,  you  have  been  dealing  wfith  general 
indicators  of  business  conditions  as  a  whole.  Have  you 
made  any  specific  studies  of  Pepco?  A.  Yes,  I  have,  but  I 
made  these  general  studies  because  I  think  it  is  a  good  idea 
to  take  a  look  at  the  general  situation  before  getting  im¬ 
mersed  in  the  details  of  a  specific  case. 

Q.  Have  you  prepared  an  exhibit  entitled  “Potomac 
Electric  Power  Company  Cost  of  Invested  Long  Term  . 
Debt  Capital  as  of  September  30,  1950”?  A.  I  have. 

Mr.  Kirby:  I  ask  that  the  exhibit  to  which  reference 
has  just  been  made  be  numbered  Exhibit  No.  54  for  identi¬ 
fication. 

Chairman  Flanagan :  It  may  be  so  marked. 
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1040  (GSA  Exhibit  No.  54  was  marked  for  identifica¬ 
tion.) 

By  Mr.  Kirby: 

Q.  Mr.  Kosh,  will  you  please  explain  Exhibit  No.  54? 
A.  This  exhibit  is  identical  in  form  and  method  with  Ex¬ 
hibit  26  presented  by  Mr.  McElfresh  in  Formal  Case  No. 
335  and  338.  I  have  merely  brought  that  exhibit  up  to 
date  on  the  basis  of  data  furnished  me  by  Pepco. 

The  face  value  of  outstanding  long  term  debt  is  shown 
in  Column  A.  The  unrealized  amortization  of  net  premium 
as  of  9-30-50  is  shown  in  Column  B.  The  sum  of  Columns 
A  and  B  is  shown  in  Column  C.  Column  D  shows  the  an¬ 
nual  interest  charges,  that  is,  the  coupon  rate  times  the 
face  value  of  the  bonds.  Column  E  shows  the  annual 
amortization  of  net  premium,  on  a  straight  line  basis  to 
maturity.  Column  D  less  Column  E,  that  is,  Column  F, 
shows  the  net  annual  cost  of  the  net  amounts  received  as 
shown  in  Column  C. 

Dividing  the  net  annual  cost  by  the  net  investment,  we 
obtain  the  effective  interest  rate  or  actual  cost  of  debt  to 
Pepco.  For  all  the  issues  that  cost  comes  to  2.832  percent, 
as  shown  at  the  foot  of  Column  G.  That  2.832  percent  fig¬ 
ure  may  be  compared  with  the  3.008  percent  found  to  be 
the  cost  of  debt  in  Order  No.  2796.  We  thus  find  that  the 
cost  of  debt  to  Pepco  has  declined  since  the  time  5 %  per¬ 
cent  was  last  found  to  be  a  fair  rate  of  return. 

1041  Q.  Did  you  check  to  see  whether  that  drop  in  cost 
is  just  an  accident  or  whether  cost  of  debt  in  general 

has  behaved  the  same  way?  A.  It  is  a  general  phenome¬ 
non. 

Q.  Did  you  prepare  an  exhibit  entitled  “Potomac  Elec¬ 
tric  Power  Company  Moody’s  Public  Utility  Bond  Yields 
1940-1950”?  A.  I  did. 

Mr.  Kirby :  I  ask  that  the  exhibit  to  which  reference  has 
just  been  made  be  numbered  as  Exhibit  No.  55  for  identi¬ 
fication. 
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Chairman  Flanagan :  It  may  be  so  marked. 

(GSA  Exhibit  No.  55  was  marked  for  identification.) 

By  Mr.  Kirby : 

Q.  Will  you  explain  Exhibit  No.  55,  please?  A.  The 
exhibit  is  self-explanatory,  and  I  think  it  is  clear  that 
current  bond  yields  are  somewhat  lower  than  they  were  in 
1943  and  1944,  and  lower  than  they  have  been  in  the  past 
few  years.  It  is  of  interest  to  note  that  the  most  recent 
figure  for  A  A  bonds  is  2.70  percent.  Pepco  bonds  are  cur¬ 
rently  rated  A  A.  If  we  adjust  that  2.70  percent  by  .05  per¬ 
cent  to  .10  percentage  points,  to  reflect  the  cost  of  financing, 
we  come  to  about  2.S  percent,  substantially  the  same  figure 
developed  for  Pepco ’s  actual  debt. 

1042  Q.  Have  you  investigated  the  preferred  stock  situ¬ 
ation?  A.  I  have. 

Q.  What  did  you  find?  A.  In  Order  2796  this  Commis¬ 
sion  found  that  the  cost  of  then  outstanding  preferred  was 
5.862  percent,  but  allowed  only  5  percent  in  view  of  the 
generally  lower  cost  of  preferred  stock  money  at  that  time. 
Pepco  currently  has  $11,250,000  of  preferred  stock  out¬ 
standing,  at  an  annual  cost  of  $405,000  per  year,  or  3.6 
percent. 

It  is  my  understanding  that  Pepco  carries  on  its  books 
about  $245,000  of  premium  on  preferred  stock,  as  well  as 
some  $275,000  of  capital  stock  expense  incurred  in  connec¬ 
tion  with  the  sale  or  exchange  of  the  currently  outstand¬ 
ing  preferred.  These  seem  to  just  about  wash  out.  In 
any  event,  the  cost  of  preferred  stock  money  to  Pepco  is 
in  the  neighborhood  of  3.6  percent.  That  is  the  figure  to 
compare  with  the  actual  cost  of  5.862  percent,  and  the 
allowed  rate  of  5  percent  in  Order  2796. 

Q.  Have  you  checked  that  3.6  percent  cost  against  the 
going  rate  on  utility  preferred?  A.  I  have. 

Q.  Did  you  prepare  an  exhibit  entitled  “Potomac  Elec¬ 
tric  Power  Company  Moody’s  Average  Yields  on  Public 
Utility  Preferred  Stocks  1946-1950”?  A.  I  did. 
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1043  Mr.  Kirby:  I  ask  that  the  exhibit  to  which  refer¬ 
ence  has  just  been  made  be  numbered  Exhibit  No. 

56  for  identification. 

Chairman  Flanagan:  It  may  be  so  marked. 

(GSA  Exhibit  No.  56  was  marked  for  identification.) 

By  Mr.  Kirby : 

Q.  What  does  Exhibit  56  show,  Mr.  Kosh?  A.  Moody’s 
Stock  Survey  shows  the  monthly  yields  on  high  grade  and 
medium  grade  utility  preferred  stocks.  This  series  does 
not,  to  the  best  of  my  knowledge,  run  prior  to  January 
1946.  As  will  be  seen,  the  current  yields  on  high  grade 
preferreds  is  quite  comparable  to  the  3.6  percent  yield 
on  Pepco ’s  outstanding  issue. 

We  thus  find  that  since  Order  No.  2796  both  the  cost  of 
debt  and  the  cost  of  preferred  stock  have  decreased  to 
Pepco. 

Q.  What  of  the  cost  of  equity?  Did  you  make  a  study 
of  that?  A.  Yes.  I  have  analyzed  the  market  appraisal 
of  Pepco ’s  common  stock. 

Q.  In  that  connection  did  you  prepare  an  exhibit  en¬ 
titled  “Potomac  Electric  Power  Company  Market  Ap¬ 
praisal  of  Pepco  Common  Stock”?  A.  I  did. 

Mr.  Kirby:  I  ask  that  the  exhibit  to  which  refer- 

1044  ence  has  just  been  made  be  numbered  Exhibit  57  for 
identification. 

Chairman  Flanagan :  It  may  be  so  marked. 

(GSA  Exhibit  No.  57  was  marked  for  identification.) 

By  Mr.  Kirby: 

Q.  Will  you  please  explain  Exhibit  No.  57,  Mr.  Kosh. 
A.  The  first  market  quotations  I  have  found  for  Pepco 
stock  was  for  November  of  1947.  In  Column  A  I  show  the 
monthly  average  of  the  high  and  low  prices  of  Pepco ’s 
stock  through  October  of  1950.  The  October  price  is  based 
on  the  high-low  of  the  first  nineteen  days  of  the  month. 

Since  Pepco  has  paid  a  uniform  dividend  of  90  cents 
per  year  on  the  stock,  I  have  computed  and  show  in  Col- 
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umn  B  the  dividend  yield,  that  is,  90  cents  divided  by  the 
average  monthly  price  for  each  month.  I  also  have  com¬ 
puted  the  annual  average  by  averaging  the  monthly  yield 
figures. 

Q.  What  is  the  significance  of  the  dividend  yields? 
A.  The  cost  of  equity  money  may  be  estimated  both  from 
earnings  price  ratios  and  from  dividend  price  ratios  or 
dividend  yields,  as  they  are  sometimes  called.  The  rea¬ 
sons  earnings  price  ratios  are  significant  measures  of  the 
cost  of  equity  of  stable  and  established  utilities  is  that  in¬ 
vestors  buy  that  stock  as  an  investment,  that  is,  for  long 
term  earnings  of  the  stock.  In  other  words,  the  price  of 
the  stock  reflects  the  anticipated  earnings,  and  therefore 
the  ratio  is  the  cost  rate  of  equity.  Actually,  how- 
1045  ever,  an  investor  in  stock  is  neither  entitled  to  nor 
gets  earnings.  He  gets  dividends.  The  excess  of 
earnings  above  dividends  retained  in  the  business  acts  to 
insure  that  future  dividends  will  be  paid  if  earnings 
should  temporarily  decline.  Now,  earnings  price  ratios 
have  been  criticized  at  times  for  this  reason:  that  while 
theoretically  the  cost  of  equity  is  the  ratio  of  anticipated 
earnings  to  current  prices,  in  practice  current  earnings  are 
used  as  one  estimate  of  anticipated  earnings.  However, 
where  a  fixed  and  stable  dividend  exists,  the  dividend  price 
ratio  or  dividend  yield  provides  a  good  starting  point  for 
computing  the  cost  of  equity  and  acts  as  a  check  or  verifica¬ 
tion  on  earnings  price  ratios. 

True,  Pepco  stock  does  not  have  the  long  fixed  dividend 
record,  such  as  the  $9  dividend  of  the  AT&T,  but  I  be¬ 
lieve  that  investors  in  Pepco  stock  do  consider  and  are 
influenced  by  Pepco ’s  dividend  policy. 

I  therefore  believe  that  the  dividend  yields  shown  in 
Column  B  of  Exhibit  57  are  able  to  afford  a  measure  of 
the  cost  of  equity  to  Pepco. 

I  might  point  out  one  more  thing:  The  fact  that  these 
yields  have  declined  from  6.72  percent  in  1948  to  6.38  per¬ 
cent  in  1949  to  6.09  currently  supports  in  general  Mr. 
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Dunn’s  statement  that  Pepco’s  stock  is  becoming  more 
seasoned.  As  a  result,  future  stock  issues  should 

1046  find  even  a  readier  market  acceptance  than  in  the 
past. 

Q.  How  do  you  account  for  the  sharp  rise  in  the  yields 
around  July  and  August  of  1950?  A.  Three  things  hit 
Pepco  stock  about  that  time,  each  of  which  I  believe  acted 
to  decrease  the  price  and  hence  hike  the  yield.  First  there 
was  a  stock  issue,  then  there  was  the  Korean  situation, 
and,  third,  Pepco  earnings  were  sliding.  Pepco  stock  is 
now  recovering  from  that  triple  effect,  and  with  rates  es¬ 
tablished  at  a  reasonable  level  should  show  lower  yields 
than  those  of  August  and  September  of  this  year. 

Q.  What  does  Column  C  of  Exhibit  57  show?  A.  Col¬ 
umn  C  shows  the  earnings  per  share  that  would  exist  if 
Pepco  were  earnings  at  the  basic  5 Vo  percent  rate  of  re¬ 
turn.  Those  figures  are  taken  from  Exhibit  No.  11,  page 
2,  Column  6,  as  corrected  on  Mr.  Dunn’s  cross. 

In  Column  D  I  have  related  those  per  share  earnings 
to  the  average  market  price  to  obtain  an  earnings  price 
ratio.  The  earnings  per  share  for  the  twelve  months’ 
period  ending  with  the  indicated  month  are  divided  by  the 
price  for  that  month,  on  the  theory  that  the  investors 
were  influenced  by  the  most  recent  twelve-month  earnings 
in  estimating  future  earnings. 

Q.  That  explains  the  reason  for  the  technique  you  used 
in  obtaining  the  earnings  price  ratios  shown  in  Column  D. 
But  why  did  you  use  the  earnings  per  share  that  would 
have  existed  had  Pepco  earned  at  the  basic  rate, 

1047  rather  than  the  actual  earnings  per  share?  A.  In 
fact,  I  used  both,  as  I  shall  explain  in  a  moment. 

However,  the  reason  for  the  use  of  the  basic  rate  earnings 
per  share  is  this:  Pepco  has  been  operating  under  a  slid¬ 
ing  scale  in  one  form  or  another  for  a  long  time.  The 
earnings  at  the  basic  rate  are  therefore  a  norm  or  a  target. 
Under  the  old  sliding  scale  earnings  in  excess  of  the  basic 
rate  vrere  used  as  a  measure  of  the  required  rate  reduc¬ 
tion.  Earnings  below  the  basic  rate  measured  next  year’s 


320 


rate  increase.  Under  the  present  sliding  scale,  Pepco  may 
only  keep  half  of  the  earnings  in  excess  of  the  basic  rate. 
When  earnings  fell  below  that  basic  rate,  the  difference 
was  made  up  from  the  contingent  reserve. 

It  therefore  seems  to  me  that  basic  rate  earnings  might 
well  be  considered  as  the  long  term  average  earnings.  If 
that  be  so,  earnings  price  ratios  based  on  such  earnings 
are  an  exceptionally  good  indicator  of  the  long  run  cost  of 
equity  to  Pepco. 

You  will  note  that  on  an  annual  basis  the  earnings  price 
ratio  decreased  from  8.44  in  1948  to  7.58  in  1949  to  7.08  in 
1950,  again  reflecting  to  some  extent  the  seasoning  element 
Mr.  Dunn  mentioned,  and  hence  the  greater  investor  ac¬ 
ceptance,  which  means  a  decrease  in  the  cost  of  equity. 

May  I  call  your  attention  to  the  sharp  increase  in  the 
earnings  price  ratio  in  July  of  1950  and  subse- 
1048  quently.  That  is  due  to  the  same  reasons  I  previ¬ 
ously  gave  in  connection  with  the  dividend  yields. 
But  note  that  the  ratio  is  around  8  percent,  even  under 
the  triple  impact  of  a  stock  issue,  a  war,  and  a  decline  in 
earnings.  Thus,  even  on  a  spot  basis  the  cost  of  equity 
to  Pepco  is  about  8  percent. 

Q.  Will  you  please  explain  the  balance  of  the  exhibit? 
A.  Column  E  shows  actual  per  share  earnings,  and  Column 
P  earnings  price  ratios  based  on  those  earnings. 

Since  the  beginning  of  1950  those  ratios  have  run  below 
the  basic  rate  ratios.  These  figures  also  cast  light  on  the 
question  of  market  appraisal  of  Pepco  equity.  The  proper 
answer  is  probably  somewhere  between  the  results  of  Col¬ 
umn  D  and  Column  F,  and  above  those  of  Column  B,  the 
dividend  vields.  In  all  cases  the  results  should  be  aver- 
aged  over  a  period  of  time,  certainly  no  shorter  than  a 
period  over  the  past  few  years,  but  noting  the  downward 
trend  due  in  some  measure  to  the  seasoning  of  the  stock. 

Q.  Mr.  Kosh,  the  earnings  per  share  figures  you  used  in 
Exhibit  57  are  based  on  the  number  of  shares  at  the  end 
of  each  of  the  periods;  is  that  so?  A.  Yes.  I  used  Mr. 
Dunn’s  figures. 


321 


Q.  Had  you  used  an  average  number  of  shares  to  com¬ 
pute  the  earnings  per  share,  how  would  that  have  affected 
your  results,  if  any?  A.  It  would  have  acted  to  increase 
earnings  per  share  somewhat,  that  is,  on  the  basic 

1049  in  both  cases,  and  hence  to  increase  the  indicated 
earnings  price  ratios.  The  change  would  be  rela¬ 
tively  small  compared  to  the  figures  I  show,  certainly  not 
enough  different  to  change  my  opinion  as  to  the  cost  of 
equity  to  Pepco. 

Q.  What  is  your  conclusion  as  to  the  cost  of  equity  to 
Pepco?  A.  In  my  opinion  8  percent  is  a  maximum  value, 
and  the  cost  of  equity  certainly  has  not  increased  since 
Order  2796. 

Q.  You  have  shown  the  cost  of  debt  has  decreased,  the 
cost  of  preferred  has  decreased,  and  the  cost  of  equity 
has  not  increased.  WTiat  is  your  conclusion  as  to  the  cost 
of  money  and  fair  rate  of  return  to  Pepco  at  this  time? 
A.  In  my  opinion  51/}  percent  basic  rate  of  return  is  at 
least  a  fair  rate  of  return  to  Pepco  at  this  time.  In  my 
judgment  it  is  probably  on  the  high  side  of  being  a  fair 
rate  of  return. 

Q.  Why  do  you  say  it  is  on  the  high  side?  A.  I  say  that 
for  several  reasons.  As  Mr.  Dunn  testified,  at  the  basic 
rate  of  return  for  1950  Pepco  would  earn  8.96  percent  on 
its  equity  and  8.01  percent  in  1951.  Mr.  McElfresh’s  fig¬ 
ures  for  the  same  periods  are  9.82  percent  and  9.53  percent. 
For  the  test  year  ending  June  30,  1951,  at  the  basic  rate 
Pepco  would  earn  about  9.5  percent  on  its  equity. 

1050  In  that  connection  there  is  this  further  fact :  When 
I  talk  of  8  percent  and  9.8  percent  on  equity,  I  am 

referring  to  capitalization  equity,  that  is,  the  total  capitali¬ 
zation  less  bonds  and  preferreds.  Since  this  total  capi¬ 
talization  is  between  7  million  and  14  million  dollars  in 
excess  of  the  sliding  scale  rate  base,  the  equity  on  which 
Pepco  will  earn  between  8  and  9.8  percent  is  between  7  and 
14  million  dollars  in  excess  of  what  the  equity  would  be  if 
capitalization  were  equal  to  the  rate  base.  On  such  an 
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equity,  that  is,  with  capitalization  equal  to  the  rate  base, 
the  earnings  on  equity  at  the  basic  rate  of  return  would 
be  10.3  percent  for  1950  and  10.1  percent  for  1951. 

I  think  a  good  case  can  be  made  for  the  substantial  equiv¬ 
alence  of  total  capitalization  and  rate  base.  It  will  be  re¬ 
membered  that  Mr.  Dunn  made  quite  a  point  of  the  fact 
that  Pepco  capitalization  was  substantially  in  excess  of 
rate  base,  that  it  had  to  be  in  excess,  but  that  despite  that 
situation  Pepco  was  allowed  to  earn  only  on  its  rate  base. 

Assume  Mr.  Dunn  is  correct  in  holding  that  his  capi¬ 
talization  has  to  be  substantially  in  excess  of  the  sliding 
scale  rate  base.  Then  at  5%  percent  on  rate  base  Pepco 
will  still  earn  between  8  and  9.8  percent  on  the  full  dif¬ 
ference  between  capitalization  and  rate  base. 

If  Mr.  Dunn  is  wrong  in  insisting  that  capitalization  must 
exceed  rate  base  by  from  7  to  14  million  dollars,  then 
1051  at  the  basic  rate  Pepco  will  earn  in  excess  of  10 
percent  on  its  equity.  That  equity  earnings  situa¬ 
tion  is  one  of  the  reasons  why  I  suggest  that  a  5a/4  per¬ 
cent  rate  of  return  is  on  the  high  side,  perhaps  excessively 
high. 

Q.  Do  you  have  any  other  reason?  A.  Yes.  Mr.  Dunn 
stated  that  Pepco  should  be  able  to  earn  enough  on  its 
common  stock  to  be  able  to  continue  to  pay  the  90  cent 
dividend  wfith  ample  coverage.  Without  agreeing  or  dis¬ 
agreeing  as  to  the  necessity  of  continuing  the  90  cent  divi¬ 
dend,  let  me  assume  that  the  continuation  of  the  90  cent 
dividend  plus  sufficient  coverage  is  a  valid  criterion  for 
Pepco  earnings.  Pepco  will  be  able  to  meet  that  criterion 
amply  at  a  continuing  basic  rate  earning. 

Q.  Did  you  prepare  an  exhibit  entitled  “Potomac  Elec¬ 
tric  Power  Company  Earnings  Per  Share  at  Basic  Rate 
of  Return  1947-1951,,?  A.  I  did. 

Mr.  Kirby :  I  ask  that  the  exhibit  to  which  reference  has 
just  been  made  be  numbered  Exhibit  No.  58  for  identifica¬ 
tion. 

Chairman  Flanagan:  It  may  be  so  marked. 

(GSA  Exhibit  No.  58  was  marked  for  identification.) 
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By  Mr.  Kirby: 

Q.  Will  you  please  explain  Exhibit  No.  58,  Mr. 

1052  Kosh.  A.  For  each  of  the  years  shown  I  have  com¬ 
puted  the  earnings  per  share  and  the  dividend  pay¬ 
out  ratio  if  Pepco  earned  at  the  basic  5%  rate  of  return  on 
the  sliding  scale  rate  base.  Column  A  shows  the  amount 
available  for  the  common  stock  equity  under  those  condi¬ 
tions.  Those  data  are  taken  directly  from  Pepco  Exhibit 
11,  page  2,  Column  4. 

In  Column  B  I  show  the  average  number  of  shares  for 
each  of  the  periods. 

Of  course,  in  1947  and  1948  there  was  no  change  in  the 
number  of  shares,  so  that  the  $1.13  and  $1.15  should  agree 
with  the  values  shown  on  Mr.  Dunn’s  Exhibit  No.  11.  Mr. 
Dunn  shows  $1.14  for  1947.  My  figure  comes  to  $1.13,  per¬ 
haps  due  to  rounding.  For  1946  we  agree  exactly,  as  we 
do  for  the  test  period. 

During  1949  there  was  an  issue  of  additional  stock,  as 
there  was  in  1950,  and  as  contemplated  in  1951.  For 
those  years  I  have  used  an  average  number  of  shares. 

Some  confusion  seems  to  have  arisen  in  connection  with 
the  use  of  an  average  number  of  shares.  The  average  as 
computed  is  no  hypothetical,  imaginary  figure.  If  the 
Company  had  had  that  number  of  shares  actually  outstand¬ 
ing  for  the  entire  period,  it  then  would  have  paid  exactly 
the  same  total  dividend  in  dollars  that  it  did  pay.  That 
will  become  clear  if  you  will  look  at  Footnote  1,  showing 
how  the  average  was  derived. 

1053  In  May  of  1949  Pepco  issued  592,250  shares  of 
stock.  Purchasers  of  that  stock  were  entitled  to 

three  quarterly  dividends  during  1949.  The  2,961,250 
shares  outstanding  the  whole  year  were  entitled  to  four 
quarterly  dividends,  or  one  full  annual  dividend  for  1949. 
Thus  in  1949,  as  shown  in  Footnote  1,  Pepco  paid  2,961,- 
200  full  annual  dividends,  and  in  addition  592,250  shares 
obtained  three-quarters  of  a  full  dividend,  or  a  total  of 
3,405,438  full  90  cent  dividends.  To  meet  each  of  these 
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dividends  Pepco  in  fact  earned  $1.08  in  1949.  That  is 
shown  in  Column  C  for  1949.  As  a  result,  it  paid  out  83 
cents  of  its  equity  earnings  in  dividends.  That  is  shown 
in  the  last  column. 

Perhaps  the  best  way  of  demonstrating  the  propriety 
of  the  average  number  of  shares  is  this:  It  will  not  be 
denied  that  in  1949  Pepco  paid  out  $3,065,297  in  common 
stock  dividends.  It  so  reports  in  its  annual  report  to 
stockholders.  Had  it  earned  d1/*  percent  on  rate  base,  it 
would  have  earned  $3,668,000  for  equity.  That  is  shown  on 
Pepco  Exhibit  11,  page  2,  Column  4,  as  corrected.  Now, 
$3,065,297,  the  actual  dividend,  is  in  fact  83  percent  of  the 
$3,668,000  equity  earnings. 

Thus,  Exhibit  58  shows  that  at  the  basic  rate  Pepco 
would  have  been  able  to  pay  all  of  its  fixed  charges,  includ¬ 
ing  preferred  dividends,  and  had  enough  left  over  for 
equity  in  each  and  every  year  shown  on  Exhibit  58  to  pay 
the  90  cent  dividend  at  payout  ratios  between  77 
1054  percent  and  no  more  than  83  percent. 

That,  in  my  opinion,  for  a  company  of  the  sta¬ 
bility  of  Pepco,  shows  that  the  basic  rate  of  5*4  percent 
on  rate  base  is  on  the  high  side. 

Q.  What  do  you  mean  to  imply  as  to  Pepco ’s  stability? 
A.  Pepco ’s  income  is  remarkably  resistant  to  adverse  eco¬ 
nomic  conditions,  such  as  depressions  and  wars. 

Q.  Did  you  prepare  an  exhibit  showing  that  situation? 
A.  I  did,  but  it  is  only  one  of  the  data  that  could  be  used 
to  demonstrate  that  fact. 

Q.  Is  the  exhibit  you  prepared  a  table  entitled  “Potomac 
Electric  Power  Company  Variation  of  Gross  Income’’? 
A.  It  is. 

Mr.  Kirby :  I  ask  that  the  exhibit  to  which  reference  has 
just  been  made  be  numbered  Exhibit  No.  59  for  identifica¬ 
tion. 

Chairman  Flanagan :  It  may  be  so  marked. 

(GSA  Exhibit  No.  59  was  marked  for  identification.) 
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By  Mr.  Kirby: 

Q.  Will  you  please  explain  Exhibit  No.  59,  Mr.  Kosh. 
A.  This  exhibit  shows  for  each  of  the  years  1922  through 
1949  the  gross  income  for  Pepco,  that  for  seven  large  elec¬ 
tric  companies  combined,  the  electric  industry  as  a  whole, 
and  the  Chesapeake  &  Potomac  Telephone  Company. 

1055  The  seven  electrics  are  Boston  Edison,  Common¬ 
wealth  Edison,  Consolidated  of  Baltimore,  Detroit 

Edison,  Consolidated  of  New  York,  PG&E,  and  Southern 
California  Edison.  The  industry  as  a  whole  is  as  reported 
by  the  “Electrical  World.’ ’ 

For  each  group  I  have  labeled  the  pre-depression  high 
by  the  footnote  (A)  and  the  depression  low  by  the  footnote 
(B).  On  the  bottom  line  I  have  computed  the  ratio  of  low 
to  high,  thus  showing  the  percentage  drop  in  gross  income 
during  the  depression.  Pepco ’s  drop  was  the  smallest.  In 
addition,  it  must  be  remembered  that  right  through  the 
depression  Pepco ’s  rates  were  reduced  practically  each 
year,  so  that  the  indicated  drop  for  Pepco  is  accentuated 
because  even  during  the  worst  depression  in  our  history 
Pepco ’s  earnings  stood  up  so  well  as  to  warrant  rate  re¬ 
ductions. 

Pepco ’s  resistance  to  decline  of  gross  income  is  very 
marked,  and  that  is  why  the  payout  ratios  of  the  previous 
Exhibit,  Exhibit  58,  also  lead  me  to  the  conclusion  that  a 
5%  percent  rate  of  return  is  on  the  high  side. 

Q.  Is  there  another  reason  why  you  believe  that  the  5 V* 
percent  rate  of  return  on  the  sliding  scale  rate  base  is  on 
the  high  side?  A.  Yes.  Mr.  Dunn  made  a  considerable 
point  of  the  fact  that  rates  should  be  sufficient  to  cover 
interest  and  preferred  dividends  adequately.  I  have  pre¬ 
pared  an  exhibit  showing  what  those  coverages 

1056  would  be  at  the  basic  5}4  percent  rate  applied  to 
the  sliding  scale  weighted  rate  base. 

Q.  Is  that  an  exhibit  entitled  “Potomac  Electric  Power 
Company  Fixed  Charge  Coverage  at  Basic  Bate  of  Be- 
turn  1947-1951”?  A.  It  is. 
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Mr.  Kirby :  I  ask  that  the  exhibit  to  which  reference  has 
just  been  made  be  numbered  as  Exhibit  No.  60  for  identifi¬ 
cation. 

Chairman  Flanagan :  It  may  be  so  marked. 

By  Mr.  Kirby: 

Q.  Please  Explain  Exhibit  No.  60,  Mr.  Kosh.  A.  For 
the  years  shown  I  have  taken  from  Pepco ’s  Exhibit  11, 
page  2,  the  gross  income  and  the  amount  for  common. 
Those  are  shown  in  columns  A  and  B  of  Exhibit  60.  Col¬ 
umn  C  shows  total  fixed  charges,  that  is,  interest  and  pre¬ 
ferred  stock  dividends,  obtained  by  subtracting  Column  B 
from  Column  A.  The  total  fixed  charge  coverage  is  shown 
in  Column  D  and  is  obtained  by  dividing  Column  A  by 
Column  C.  Those  figures  show  the  number  of  times  gross 
income  resulting  from  earnings  at  the  basic  rate  will  cover 
all  fixed  charges.  Column  E  is  taken  directly  from  Pepco 
Exhibit  11,  and  shows  the  number  of  times  interest  is 
earned.  The  difference  between  Column  D  and  Column  E 
is  attributable  to  preferred  dividends. 

A  comparison  of  the  coverages  shown  in  Column  E 
1057  with  with  actual  coverage,  that  is,  Exhibit  5,  page  3, 
Column  7,  at  the  times  Pepco  did  some  highly  suc¬ 
cessful  financing,  will  show  how  fully  adequate,  and  in  fact 
more  than  adequate,  are  the  coverages  that  would  result 
from  earnings  at  the  basic  rate  of  return  applied  to  a 
sliding  scale  rate  base. 

Q.  Will  you  summarize  your  position  on  the  adequacy 
of  earnings  at  the  5M>  percent  basic  rate  of  return?  A.  Yes. 
Since  1944,  when  the  5%  percent  was  found  to  be  a  fair 
rate  of  return,  Pepco’s  cost  of  debt  has  declined,  its  cost 
of  preferred  stock  has  declined,  and  the  cost  of  equity  has 
certainly  not  increased. 

At  a  5 y>  percent  rate  of  return  Pepco  will  be  able  to 
pay  all  fixed  charges,  including  preferred  dividends,  and 
do  so  at  handsome  coverages,  and  have  enough  left  to  con¬ 
tinue  paying  its  dividend  of  90  cents  at  a  very  modest 
dividend  payout  ratio.  At  a  5¥>  percent  rate  of  return, 


Pepco’s  full  equity  will  earn  in  excess  of  8  percent,  even 
though  its  capitalization  is  in  excess  of  rate  base.  With 
the  equalization  of  the  capitalization  to  the  rate  base,  equity 
earnings  would  be  excessive  even  at  the  0V2  percent  rate 
of  return.  In  view  of  all  these  circumstances  and  in  view 
of  Pepco’s  high  resistance  to  general  economic  adversity, 
it  is  my  opinion  that  0V2  percent  rate  of  return  to  Pepco 
is  certainly  adequate,  perhaps  more  than  necessary. 

Pepco’s  rate  should  therefore  be  adjusted  so  that 

1058  it  earns  and  continues  to  earn  at  no  more  than  at  a 
SVz  percent  rate  of  return  on  its  weighted  rate  base. 

Q.  Did  you  hear  Mr.  McElfresh  testify  that  in  order  to 
earn  the  basic  o1/*  percent  rate  of  return  for  1951  Pepco’s 
revenue  would  have  to  be  increased  by  $2,219,000  per  year, 
but  that  he  felt  that  an  overall  increase  in  the  vicinity  of 
two  and  one-half  million  would  be  reasonable?  A.  I  heard 
him  so  testifv. 

Q.  Do  you  concur  in  that  recommendation?  A.  I  am 
afraid  I  cannot  agree  with  it  entirely. 

Q.  Will  you  outline  briefly  why  not?  A.  In  my  opinion 
a  fair  rate  of  return  to  Pepco  today  is  certainly  no  higher 
than  it  was  in  1944.  Five  and  one-half  percent,  in  my 
opinion,  is  a  liberal  rate  of  return  to  Pepco  at  this  time. 
What  then  could  justify  a  return  in  excess  of  5a/2  percent? 
Mr.  McElfresh  cites  the  existing  unsettled  conditions  and 
the  fact  that  estimates  of  expenses  and  revenues  are  but 
estimates,  and  may  not  be  precise.  He  goes  on  to  point 
out  that  if  rates  designed  to  yield  exactly  5*4  percent,  in 
fact  yield  less  than  5%,  the  Company  would  have  to  bear 
the  entire  deficiency,  since  by  1951  the  deferred  credit  ac¬ 
count  will  be  wiped  out.  However,  says  Mr.  McElfresh, 
if  rates  yield  more  than  5%  percent,  the  operating  of  the 
sliding  scale  will  operate  to  eliminate  50  percent  of  such 
excess.  It  is  at  this  exact  point  that  I  have  to  dis- 

1059  agree  with  Mr.  McElfresh. 

If  in  fact  the  deferred  credit  account  is  wiped  out 
by  1951,  true,  the  Company  will  keep  only  50  percent  of  the 
excess,  but  the  other  half  will  not  be  refunded  to  cus- 


tomers,  but  under  the  modification  made  by  this  Commis¬ 
sion  in  Order  No.  3606,  issued  December  9,  1949,  the  other 
50  percent  will  go  into  the  deferred  credit  account  and 
customers  may  never  recover  funds  in  the  deferred  credit 
account.  The  only  party  that  ever  draws  on  that  account 
is  Pepco. 

Thus  while  it  is  technically  correct  to  say,  as  Mr.  Mc- 
1  Elfresh  does  say,  that  the  sliding  scale  acts  to  eliminate 
50  percent  of  earnings  in  excess  of  5%  percent,  it  is 
not  very  realistic  under  present  conditions. 

Q.  You  stated  previously  that  you  could  not  agree  with 
Mr.  McElfresh  entirely  in  recommending  an  increase  of 
more  than  the  amount  estimated  to  yield  o1/*  percent.  How 
far  can  you  agree  with  him?  A.  My  recommendation  is  to 
allow  the  $2,218,900  or  whatever  it  takes  to  put  Pepco  on  a 
going  52,4  percent  basis.  If,  however,  this  Commission  does 
decide  to  allow  the  $2,500,000  recommended  by  Mr.  McEl¬ 
fresh,  then  that  increase  should  be  coupled  with  a  provi¬ 
sion  generally  similar  to  that  found  in  Order  3606,  one 
providing  that  until  the  contingent  reserve  is  built  up  to 
the  3  percent  level  all  earnings  in  excess  of  the  basic  rate 
should  go  into  the  deferred  credit  account. 

1060  Q.  Assume  that  the  Commission  adopts  Mr.  Mc¬ 
Elfresh ’s  recommendation  and  approves  a  $2,500,- 
000  overall  increase,  and  also  adopts  your  suggestion  that 
all  earnings  in  excess  of  5%  percent  be  placed  in  a  deferred 
credit  account  until  that  account  reaches  the  3  percent  level 
mentioned.  Under  those  circumstances  will  the  protection 
Mr.  McElfresh  wishes  to  give  the  company  be  lessened? 
A.  No,  it  will  not.  Assume  the  Commission  sets  rates 
designed  to  yield  additional  revenues  of  $2,500,000,  and 
that  at  those  rates  the  actual  rate  of  return  for  1951  is 
5*4  percent.  The  company  keeps  all  the  revenues.  If  at 
these  rates  the  company  earns  in  excess  of  5*4  percent, 
and  acting  on  my  proposal  the  entire  excess  goes  into  de¬ 
ferred  credit  account,  the  company  can  have  no  complaint, 
because  as  I  understand  Mr.  Elfresh,  he  suggested  the 
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higher  revenue  figure  not  as  a  revenue  device  but  as  a  pro¬ 
tection  against  deficient  earnings. 

One  thing  more :  Even  if  the  entire  excess  goes  into  the 
deferred  credit  account,  true,  the  company  gets  none  of  it 
now;  but  it  is  there  to  protect  the  company  earnings  in 
the  future  and  will  go  into  the  company  if  earnings  de¬ 
cline.  But  consumers  cannot  under  the  sliding  scale  ever 
recover  even  their  contribution  to  the  deferred  credit  ac¬ 
count. 

As  a  matter  of  principle,  it  is  my  opinion  that  having 
eliminated  customer  refunds  when  the  deferred 

1061  credit  account  is  below  3  percent  of  revenue,  the 
Commission  should  not  deliberately  increase  going 

rates  above  the  o1/*  percent  level,  at  a  time  when  the  re¬ 
serve  is  low,  without  requiring  that  the  reserve  be  cred¬ 
ited  with  the  entire  earnings  in  excess  of  5^  percent. 
*##**•**#• 

Cross-examination 

By  Mr.  Await: 

Q.  Mr.  Kosh,  what  would  the  rate  of  return  be  if  you 
used  the  2.832  figure  that  you  have  for  the  effective  interest 
rate  on  bonds,  the  3.6  percent  on  preferred  stock  that  I 
understand  you  testified  to,  and  8  percent  on  equity? 
A.  At  what  capital  structure? 

Q.  At  whatever  the  capital  structure  of  Pepco  is.  A.  I 
have  made  computations  of  that  general  kind  for  three 
capital  structures,  the  one  as  of  12-31-50,  as  per  Exhibit  6, 
and  as  of  12-31-50,  instead  of  2.832  I  rounded  it  to  2.85, 
and  3.6  on  the  preferred,  and  8  percent  on  the  common. 

Q.  Eight  point  what?  A.  Eight  point  zero.  Eight  even. 
Isn’t  that  the  figure  you  gave  me?  And  applying  it 

1062  to  the  capital  structure  as  of  12-31-50,  that  is  56.03 
percent  of  debt,  7.78  percent  of  preferred,  and  36.19 

percent  of  common.  The  weighted  average  comes  to  4.78 
percent,  but  I  want  to  say  that  I  would  not  call  that  a  rate 
of  return. 
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Q.  That  is  the  cost  of  money?  A.  It  would  be  much 
closer  to  a  bare  cost  of  capital,  yes. 

Q.  Four  point  what?  A.  Four  point  seven  eight. 

Q.  If  you  applied  that  figure  of  4.78  percent  as  a  rate 
of  return,  just  assume  that,  what  -would  you  get  in  place 
of  the  $2,218,943  testified  to  by  Mr.  McElfresh  as  being 
the  amount  necessary  to  increase  operating  revenues? 
A.  For  1951? 

Q.  Yes.  A.  Similar  to  the  way  Mr.  McElfresh  computed 
it  on  46,  that  is,  using - 

Q.  Taking  all  of  the  factors  that  he  used.  A.  It  will 
take  a  little  computing.  The  return  on  a  rate  base  of 
$146,042,000  at  a  rate  of  4.78  percent,  as  close  as  I  compute 
it  on  the  slide  rule,  would  come  out  to  $7,000,000.  From 
Exhibit  46,  Schedule  1,  Mr.  McElfresh  shows  a  net  operat¬ 
ing  income  adjusted  at  $6,850,000.  Say  the  difference 
would  be  $150,000,  and  you  would  have  to  adjust 

1063  that  by  a  tax  factor.  As  I  recall  it  was  somewhere 
in  the  neighborhood  of  56  percent. 

Mr.  McElfresh :  Fifty-three. 

The  Witness :  Fifty-three  percent.  That  would  bring  it 
somewhere  in  excess  of  $300,000.  That  would  bring  the 
revenue  increase  somewhat  in  excess  of  $300,000.  That  is 
a  result  of  applying  the  4.78  figure  on  a  weighted  rate  base. 

•  •••*•*••• 

1064  Herbert  F.  G.  Main  resumed  the  stand  and  testified 
further  as  follows: 

Redirect  examination 

By  Mr.  Reilly ; 

***#*•*#•• 

1065  Q.  At  page  673  of  the  transcript,  at  the  end  of  lines 
8  through  23,  Mr.  Harrison  asked  you  if  you  could 

state  the  approximate  amount  by  which  street  lighting  serv¬ 
ice  would  be  affected  if  you  used  the  simultaneous  peak 
demand  in  allocating  demand  cost;  also  you  now  have  an 
answer  to  Mr.  Harrison’s  question?  A.  Yes.  If  the  simul¬ 
taneous  peak  demands  were  used  to  allocate  power  supply 
demand  costs,  the  total  cost  for  furnishing  street  lighting 
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service  shown  on  revised  page  2  of  Exhibit  32  would  be  re¬ 
duced  by  about  $80,000  for  the  six  months  ended  June  30, 
1950. 

1067  Q.  At  page  761  of  the  transcript,  lines  21  through 
25,  Mr.  Myse  asked  for  the  non-coincident  demands 

used  in  allocating  the  600  volt  direct  current  conversion 
cost  between  Capital  Transit  Company.  Do  you  now  have 
those  demands?  A.  No.  When  I  told  Mr.  Myse 

1068  that  the  600  volt  conversion  costs  were  allocated 
between  Capital  Transit  Company  and  the  other  600 

volt  customers,  I  was  thinking  of  the  cost-of-service  study, 
Exhibit  31,  in  which  non-coincident  demands  of  17,450 
kilowatts  and  150  kilowatts  respectively  were  used  in  al¬ 
locating  such  cost.  It  now  appears  that  Mr.  Myse  was 
addressing  his  question  to  the  allocation  of  the  $378,000 
shown  on  Exhibit  No.  20,  I  believe  it  is,  representing  the 
cost  of  conversion  during  1949.  No  allocation  was  made 
of  that  figure  to  customers  other  than  the  Transit  Com¬ 
pany  because  of  the  absence  of  demands  at  the  time  the 
exhibit  was  prepared,  and  it  appeared  that  the  adjustment 
would  be  negligible  in  view  of  the  fact  that  the  amount  was 
only  a  basis  for  determining  revenue  increases  for  the  test 
year,  twelve  months  ending  June  1951.  Using  the  same 
demands  as  were  used  in  Exhibit  No.  31,  namely  17,450 
kilowatts  and  150  kilowatts,  the  adjustment  of  the  1949 
figure  of  $378,000  would  be  about  $3500  in  1949  and  a  some¬ 
what  lower  figure  than  that  during  the  test  period  ending 
June  1951. 

Mr.  Myse:  Is  that  an  adjustment  downward? 

The  Witness:  An  adjustment  downward,  yes. 

**•**•**•• 

1069  Q.  On  page  765  of  the  transcript,  line  22,  Mr. 
Myse  asked  you  to  furnish  the  number  of  230  volt 

direct  current  customers  which  the  company  serves.  A.  As 
of  September  30,  1950,  the  company  was  furnishing  230 
volt  direct  current  service  to  1109  meters. 
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Mr.  Myse:  Well,  now,  as  to  those  1109  metered  cus¬ 
tomers,  you  make  no  conversion  charge  in  any  of  your 
schedules  for  those  customers,  do  you? 

The  Witness:  No,  sir.  The  costs  of  furnishing  230  volt 
service,  4000  volt  radio  or  network  service  or  the  so- 
1070  called  208  volt  low-voltage  network  service  are  all 
used  in  serving  both  residential  and  commercial 
customers,  and  there  is  no  way  of  giving  that  different 
treatment  unless  you  had  separate  rates  for  each  kind  of 
service  for  each  kind  of  class  of  business. 

Mr.  Myse:  Well,  the  fact  is,  hovrever,  it  requires  con¬ 
version  equipment  to  serve  these  230  volt  dc  customers, 
does  it  not? 

The  Witness:  That  is  right. 

By  Mr.  Reilly : 

Q.  At  page  768  of  the  transcript,  line  22,  Mr.  Myse  asked 
you  if  any  adjustment  "was  made  to  the  meter  readings 
of  the  rail-tap  customers  for  losses  between  the  customers’ 
premises  and  the  converter  output.  Do  you  have  an  answer 
to  that  question?  A.  I  found  upon  investigation  that  no 
adjustment  has  been  made  for  losses  in  those  bills. 

Mr.  Myse :  That  means,  does  it  not,  that  Capital  Transit 
bills  reflect  the  losses  of  the  other  600  volt  customers. 

The  Witness:  The  600  volt  rail-tap  customers,  that  is 
right. 

•  •**••**•• 

1072  Q.  At  page  818  of  the  transcript,  beginning  at  line 
6,  Mr.  Myse  asked  you  to  furnish  the  percentage  of 
the  Capital  Transit  demand  to  the  total  system  peak  de¬ 
mand  at  the  time  of  the  system  peak  for  1949  and  1950. 
Do  you  have  those  demands?  A.  The  60  minute  Capital 
Transit  Company  demand  at  the  time  of  the  60  minute  sys¬ 
tem  peak  to  447,000  kilowatts  on  June  28,  1949  was  13,820 
kilowatts  or  3.1  percent.  On  August  2,  1950  the  maximum 
60  minute  demand  on  the  system  was  477,000  kilowatts  of 
which  18,390  kilowatts  or  3.9  percent  was  created  by  Capi¬ 
tal  Transit  Company. 
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Q.  At  page  822  of  the  transcript,  beginning  on  line  15, 
Mr.  Myse  asked  you  to  determine  the  weighted  average 
percentage  of  the  total  demand  cost  which  had  been  allo¬ 
cated  to  Capital  Transit  Company.  Do  you  have  that  per¬ 
centage?  A.  The  amount  of  $90,071,312  of  electric  plant 
demand  cost  allocated  to  Capital  Transit  Company  was 
$5,786,757,  or  6.42  percent. 

**###•**•• 

1075  Robert  E.  Harvey  was  called  as  a  witness  on  be¬ 
half  of  the  Capital  Transit  Company  and,  having 
been  duly  sworn,  was  examined  and  testified  as  follows : 

##*#**#*•• 

Direct  examination 
By  Mr.  Aw’alt: 

#**##•*#•• 

1080  Q.  Nowr,  Mr.  Harvey,  have  you  prepared  a  docu¬ 
ment  which  is  headed  “Trends  in  Average  Rates  per 

Kilowatt  Hour  of  Potomac  Electric  Power  Company  Con¬ 
sumers  1933  to  June  30,  1950  and  Proposed  for  1951”? 
A.  Yes,  I  have. 

Q.  I  hand  you  this  document.  Is  this  the  document  that 
you  have  prepared?  A.  Yes,  it  is. 

Mr.  Await:  I  ask  that  this  be  identified  as  Exhibit  No. 
65. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Company  Exhibit  No.  65  was  marked 
for  identification.) 

By  Mr.  Await: 

Q.  Please  explain  this  exhibit.  A.  This  exhibit  illus¬ 
trates  the  trend  by  index  numbers  in  the  average  rates 
per  kilowatt-hour  by  classes  of  consumers  and  for  total 
sales  made  by  Pepco — that  is  the  Potomac  Electric  Power 
Company — beginning  with  the  year  1933  and  ending  with 
the  first  six  months  of  1950.  The  exhibit  also  illustrates 
the  annual  effect  on  these  index  numbers  of  the 

1081  percentage  increases  proposed  by  Potomac  Electric 
Power  Company  as  set  forth  on  page  9  of  its  origi- 
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nal  application  in  this  case  as  revised  by  its  Exhibit  No.  30. 

The  effect  on  these  rates  of  the  proposed  increase  is 
shown  by  the  projection  of  the  lines  in  the  graphs  showing 
the  index  numbers  for  the  year  1951.  The  graph  com¬ 
mences  with  the  year  1933  because  that  is  the  first  year 
in  which  the  Capital  Transit  Company  purchased  electric 
power  from  Potomac  Electric  Power  Company.  Therefore, 
1933  is  used  as  the  base  year  in  this  illustration  and  the 
index  numbers  for  all  classes  of  service  commence  with  100 
for  that  year. 

Your  attention  is  invited  first  to  the  solid  line  desig¬ 
nated  “ Residential’ 9  which  trends  downward  from  1933.  If 
you  will  trace  this  line,  you  will  note  that  the  index  for 
residential  rates  has  declined  from  100  in  1933  to  only  64 
for  1950.  You  will  observe  further  that  even  after  appli¬ 
cation  of  the  increases  proposed  by  Potomac  Electric 
Power  Company  in  its  revised  application  the  index  for  the 
year  1951  would  be  only  67  as  compared  with  100  for  the 
year  1933. 

Your  attention  next  is  invited  to  the  dash  line  designated 
“ Commercial’ f  shich  shows  that  the  index  for  commercial 
consumers  has  declined  to  an  index  of  70  for  1950.  You  will 
note  also  that  if  the  commercial  schedules  proposed  by 
Potomac  Electric  Power  Company  in  its  application  were 
put  into  effect  the  index  number  for  the  year  1951 
1082  would  be  only  75  as  compared  with  100  in  the  begin¬ 
ning  base  year  of  1933. 

The  dotted  line  indicates  the  trend  in  the  total  index, 
the  trend  in  the  index  of  total  sales  made  by  Potomac  Elec¬ 
tric  Power  Company  including  all  customers,  which  in¬ 
cludes  also  the  Capital  Transit  Company.  The  average 
cost  to  customers  in  total  sales  declined  to  an  index  of  64 
for  1950  and  the  index  for  the  year  1951,  after  giving  effect 
to  the  proposed  increase,  would  still  be  only  70  as  compared 
with  100  for  the  year  1933. 

Now,  vour  attention  is  invited  to  the  heavy  solid  line 
designated  “Capital  Transit  Company”  which  shows  the 
trend  in  average  cost  per  kilowatt-hour  paid  by  Capital 
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Transit  Company  for  electric  power  purchased  from  Poto¬ 
mac  Electric  Power  Company  for  each  of  the  years  from 
1933  through  1949  and  for  the  first  six  months  of  1950. 
Please  note  that  from  1934  through  1950  Capital  Transit 
Company  paid  more  per  kilowatt-hour  of  electricity  in  each 
year  than  it  did  in  the  year  1933.  This  increase  in  cost 
reached  an  index  of  167  for  the  first  six  months  of  1950  as 
compared  to  100  in  1933. 

Your  particular  attention  is  invited  to  the  fact  that  the 
index  number  for  the  year  1951,  if  the  rates  proposed  by 
Potomac  Electric  Power  Company  were  put  into  effect, 
would  become  268  as  compared  with  100  for  the  year  1933. 

Q.  Mr.  Harvey,  the  268  is  on  the  basis  of  the 

1083  revised  figure?  A.  That  has  been  revised  in  line 
with  Mr.  Main’s  revised  schedule  which  changed 

the  rates  to  Capital  Transit  Company  since  the  last  hear¬ 
ing. 

Q.  Roughly  $104,000?  A.  That  is  right.  This  is  after 
the  revised  schedules  that  reduce  the  increase  by  $104,000. 

Q.  Go  ahead.  A.  To  review,  this  index  of  268  for  Capital 
Transit  Company  for  1951  compares  with  index  numbers  of 
67  for  residential  consumers,  75  for  commercial  and  only 
70  for  total  sales  by  Potomac  Electric  Power  Company  to 
all  consumers  including  the  Capital  Transit  Company.  This 
means  that  from  1933  to  1951,  as  proposed  by  Pepco,  the 
average  cost  of  residential  consumers  would  be  decreased 
by  33  percent,  commercial  consumers,  25  percent,  30  per¬ 
cent  in  average  of  total  sales,  while  the  Capital  Transit 
Company  would  have  its  costs  increased  by  168  percent. 

Q.  Now,  Mr.  Harvey,  have  you  prepared  a  document 
headed  “Pounds  of  fuel  burned  by  Potomac  Electric  Power 
Company  Per  Kilowatt  Hour  of  Electric  Energy  Generated 
1933-1950”?  A.  I  have. 

Q.  I  hand  you  this  document  and  ask  if  this  is  the  one 
that  you  have  just  referred  to  as  being  prepared  by 

1084  you.  A.  Yes,  it  is. 
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Mr.  Await :  Mr.  Chairman,  I  ask  that  this  docu¬ 
ment  that  I  have  described  be  marked  for  identification  as 
Exhibit  No.  66. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  66  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await: 

Q.  Will  you  please  explain  this  exhibit,  Mr.  Harvey? 
A.  This  exhibit  indicates  and  illustrates  the  trend  over 
the  period  of  years  from  1933  through  the  first  six  months 
of  1950  in  the  average  number  of  pounds  of  fuel  burned 
by  Potomac  Electric  Power  Company  in  order  to  generate 
one  kilowatt-hour  of  electric  energy.  As  shown  by  the  graph 
on  page  1  of  the  exhibit,  the  number  of  pounds  of  fuel  re¬ 
quired  by  Potomac  Electric  Power  Company  to  generate 
one  kilowatt-hour  of  electric  energy  has  decreased  from 
over  1.2  pounds  of  fuel  per  kilowatt-hour  in  1933,  the  first 
year  of  purchase  of  electric  power  by  Capital  Transit  Com¬ 
pany,  to  approximately  .9  of  a  pound  of  fuel  in  the  first 
six  months  of  1950,  a  saving  of  over  25  percent  in  the  quan¬ 
tity  of  fuel  burned  per  kilowatt-hour  generated. 

If  you  will  turn  to  page  2  of  this  exhibit  you  will  ob¬ 
serve  the  number  of  kilowatt-hours  generated,  pounds  of 
fuel  burned  and  the  number  of  pounds  of  fuel  burned 
1085  per  kilowatt-hour  generated  for  each  of  these  years. 

The  number  of  kilowatt-hours  generated  and  the 
quantity  of  fuel  burned  for  generation  in  net  tons  of  2000 
pounds  each  was  supplied  to  us  by  the  Potomac  Electric 
Power  Company,  and  I  had  the  net  tons  converted  into 
pounds  at  the  rate  of  2000  pounds  per  ton  for  the  purposes 
of  this  exhibit.  The  pounds  of  fuel  required  to  generate 
each  kilowatt-hour  of  electricity  was  computed  by  dividing 
the  total  pounds  of  fuel  for  each  year  by  the  number  of  kilo¬ 
watt  hours  generated  for  each  year.  The  results  shown 
in  the  last  column  are  used  to  prepare  the  graph  on  page  1. 

Q.  Mr.  Harvey,  have  you  prepared  a  document  headed 
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“Capital  Transit  Company — Electric  Power  Statistics — 
Year  1949”?  A.  Yes,  I  have. 

Q.  I  hand  yon  this  document  and  ask  if  this  is  the  one 
prepared  by  you.  A.  Yes,  it  is. 

Mr.  Await:  Mr.  Chairman,  I  ask  that  this  document  be 
marked  for  identification  as  Exhibit  No.  67. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  67  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await: 

Q.  Will  you  please  explain  this  exhibit,  Mr.  Har- 

1086  vey.  A.  This  exhibit  was  prepared  by  tabulating  the 

bills  received  from  Potomac  Electric  Power  Com¬ 
pany  for  electric  energy  metered  for  the  calendar  year  1949, 
showing  the  kilowatt-hours  divided  between  600  volt  dc 
energy  and  ac  energy  for  the  Glen  Echo  Park  and  buildings. 
The  kilowatt-hours  are  segregated  to  show  the  kilowatt- 
hours  metered  to  the  Capital  Transit  Company  outside  of 
the  District  of  Columbia  in  Maryland  and  Virginia  and  kilo¬ 
watt-hours  metered  in  the  District  of  Columbia.  The  total 
cost  of  the  electric  power  purchased  is  also  shown  divided 
between  Maryland,  Virginia  and  the  District  of  Columbia 
as  well  as  total  cost. 

Q.  Mr.  Harvey,  have  you  prepared  a  document  headed 
“Capital  Transit  Company — Electric  Power  Statistics — 
12  Months  Ended  June  30,  1950”?  A.  Yes,  I  have. 

Q.  I  hand  you  the  document  I  have  just  described  and 
ask  if  this  is  the  document  prepared  by  you.  A.  That  is 
right. 

Mr.  Await:  I  ask  that  this  document  just  described  be 
marked  for  identification  as  Exhibit  No.  68. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  68  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await: 

1087  Q.  Will  you  please  explain  that  document?  A. 

This  exhibit  presents  statistics  similar  to  those  illus- 
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trated  by  Exhibit  No.  67,  the  previous  exhibit,  except  that 
it  is  for  the  twelve-month  period  ended  June  30,  1950  in¬ 
stead  of  the  calendar  year  1949.  The  amounts  are  tabu¬ 
lated  from  the  power  bills  received  from  Potomac  Electric 
Power  Company  covering  the  kilowatt-hours  metered  to 
Capital  Transit  Company  in  this  period. 

Mr.  Await :  You  may  cross-examine. 

Cross-examination 
By  Mr.  Harrison : 

Q.  I  have  a  few  questions  at  this  time  and  I  would 
like  to  defer  further  cross-examination.  Mr.  Harvey,  your 
Exhibit  65  shows  the  trends  and  average  rates  per  kilo¬ 
watt-hour  for  energy  beginning  January  1,  1933.  Will  you 
state  what  the  per  kilowatt-hour  cost  to  Capital  Transit 
Company  was  January  1,  1933.  A.  Well,  it  actually  com¬ 
mences  for  Capital  Transit  Company  as  of  December  1, 
1933,  Mr.  Harrison,  due  to  the  fact  that  was  the  first  month 
of  1933  in  which  Capital  Transit  purchased  power  from 
Potomac  Electric  Power  Company. 

Q.  Give  me  that  rate.  A.  That  rate  is  5.93  mills. 

Q.  Now,  what  was  the  kilowatt-hour  rate  for  the  resi¬ 
dential  consumer  on  that  date?  A.  That  was  36.5 
1088  mills,  stating  it  in  mills. 

Q.  What  were  the  various  commercial  rates  at 
that  time?  A.  22.4  mills. 

Q.  Did  Capital  Transit  Company  have  a  rate  increase 
in  1948  at  the  time  that  all  other  consumers  were  given  a 
rate  increase  in  their  electric  rates?  A.  Capital  Transit 
Company  actually  experienced  a  rate  increase  in  1948, 
yes,  sir. 

Q.  By  virtue  of  the  order  of  this  Commission?  A. 
Through  the  operation  of  the  contract  with  Potomac  Elec¬ 
tric  Power  Company. 

Q.  Was  that  just  by  virtue  of  the  fuel  clause  provision? 
A.  That  is  right. 

Q.  But  in  the  basic  rates,  did  Capital  Transit  Company 
have  any  other  increase  at  the  time  other  consumers  had 
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increases?  A.  Not  in  the  year  1948,  other  than  that  in¬ 
crease  which  I  just  mentioned.  As  I  understand  it,  the 
increase  in  1948  to  other  consumers  was  a  fuel  increase, 
according  to  testimony  I  have  heard  at  this  hearing. 

1090  Dean  J.  Locke  was  called  as  a  witness  in  behalf  of 
Capital  Transit  Company  and,  having  been  duly 

1091  sworn,  was  examined  and  testified  as  follows: 

Direct  examination 
By  Mr.  Await: 


Q.  Mr.  Locke,  are  you  an  engineer?  A.  Yes,  I 

1092  am. 

Q.  Are  you  an  electrical  engineer?  A.  I  am. 

Q.  How  long  have  you  been  one?  A.  I  was  graduated 
with  the  degree  of  Bachelor  of  Science  in  Electrical  Engi¬ 
neering  in  1912  and  received  a  post-graduate  degree  of 
Electrical  Engineer  in  1916. 

Q.  Mr.  Locke,  have  you  prepared  or  had  prepared  under 
your  direction  a  document  headed  “Trends  of  Potomac 
Electric  Power  Company  and  Capital  Transit  Company 
Energies  By  Years  1934-1949 — Kilowatt  Hours”?  A.  Yes. 

Q.  I  hand  you  this  document  I  have  just  described 
and  ask  if  this  is  the  document  you  referred  to.  A.  It  is. 

Mr.  Await:  Mr.  Chairman,  may  I  have  this  identified 
as  Exhibit  No.  69. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  69  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await : 

Q.  Mr.  Locke,  this  document  has  two  pages,  has  it  not? 
A.  That  is  right. 

Q.  Will  you  explain  the  exhibit,  Mr.  Locke?  A.  If  you 
will  refer  to  page  2  of  this  exhibit,  you  will  note 

1093  that  in  the  second  column  there  is  tabulated  the 
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total  Pepco  energy  delivered  to  ultimate  consumers 
by  years.  These  data  are  taken  from  the  Pepco  annual 
reports  to  the  Federal  Power  Commission  on  Form  No.  12, 
Schedule  10.  The  third  column  shows  the  dc  energies  de¬ 
livered  to  the  Capital  Transit  Company  by  years  as  taken 
from  the  monthly  bills  rendered  to  the  Capital  Transit 
Company. 

Commissioner  Spencer:  Excuse  me,  Mr.  Locke — do  you 
mean  District  of  Columbia  or  direct  current? 

The  Witness :  Direct  current  600  volt  energy.  The  third 
column  is  a  calculation  showing  the  Capital  Transit  Com¬ 
pany  energy  as  a  percent  of  the  total  Pepco  energy,  ob¬ 
tained  by  dividing  the  figures  in  the  third  column  by  those 
in  the  second  column  for  each  year  in  turn. 

By  Mr.  Await: 

Q.  Where  was  that  information  taken  from?  A.  The 
information  in  the  third  column  was  by  calculation  between 
the  figures  in  the  second  and  third  columns.  It  will  be 
noted  that  for  the  years  1934  and  1935  the  data  relating  to 
Capital  Transit  Energy  includes  the  energy  for  the  Ken¬ 
sington  Railway,  a  very  small  operation  during  those  years, 
which  was  not  separable  from  the  total  figures  from  the 
data  we  had. 

Q.  What  is  the  range  of  these  percentages,  Mr.  Locke? 
A.  The  fourth  column  of  Exhibit  69  shows  that  Capi- 
1094  tal  Transit  energy  ranged  from  a  maximum  of  15.6 
percent  of  total  Pepco  energy  in  the  year  1934  to  a 
minimum  of  5.4  percent  in  the  year  1949. 

Q.  I  note  that  the  Capital  Transit  Company  energy  has 
declined  year  by  year  beginning  in  1947.  Has  the  decline 
continued  during  the  first  half  of  1950?  A.  Yes,  it  has. 

Q.  Mr.  Locke,  have  you  prepared  a  document  headed 
“Trends  of  Potomac  Electric  Power  Company  and  Capi¬ 
tal  Transit  Company  Maximum  Demands  (60  Minute  Inte¬ 
grated)  By  Years  1934-1949  Kilowatts”?  A.  Yes. 

Q.  I  hand  you  the  document  I  have  just  described  and 
ask  if  this  is  the  document  prepared  by  you.  A.  It  is. 
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Mr.  Await:  Mr.  Chairman,  I  ask  that  this  document  be 
marked  for  identification  as  Exhibit  No.  70. 

Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  70  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await: 

Q.  This  exhibit  has  two  pages?  A.  Yes.  The  second 
page  is  the  tabular  information  and  the  first  page  is  this 
information  depicted  graphically. 

Q.  Will  you  explain  it,  Mr.  Locke.  A.  Referring 

1095  first  to  page  2  of  Exhibit  70,  the  second  column 
shows  the  Pepco  total  demand  for  each  year  from 

1934  through  1949,  both  inclusive,  as  taken  from  Pepco 
annual  reports  to  the  Federal  Power  Commission  on  Form 
No.  12,  Schedule  14.  The  third  column  shows  the  Capital 
Transit  Company  demand  for  the  600  volt  direct  current 
service  for  the  same  periods,  these  data  being  estimated 
based  on  the  kilowatt  hours  per  monthly  kilowatt — I  should 
say  based  on  the  kilowatts  per  monthly  kilowatt-hour,  for 
the  month  of  maximum  car  operaton  for  each  year.  Pepco 
furnished  the  monthly  data  for  the  period  July  1949  through 
June  1950  from  which  the  kilowatts  per  monthly  kilowatt- 
hour  were  calculated  for  each  calendar  month  and  used 
in  the  estimation  of  the  figures  shown  in  the  third  column. 

Q.  Now,  Mr.  Locke,  doesn’t  the  first  page  show  that 
the  maximum  demands  of  Capital  Transit  Company  have 
declined  each  year  since  1944?  A.  Yes. 

Q.  That  the  demands  continue  to  decline  during  the 
first  six  months  of  1950?  A.  Yes. 

Q.  Why  is  that?  A.  Because  the  number  of  street  cars 
operated  has  declined  during  that  period,  generally  month 
by  month. 

Q.  In  your  opinion  will  the  downward  trend  in 

1096  energy  consumption  of  maximum  demands  continue 
in  the  foreseeable  future?  A.  I  believe  so. 

Q.  Mr.  Locke,  have  you  prepared  a  document  headed 
“Trends  of  Potomac  Electric  Power  Company  Load  Fac¬ 
tors  By  Years,  1934-1949”?  A.  I  have. 


Q.  I  hand  you  the  document  I  have  just  described  and 
ask  if  it  is  the  one  that  was  prepared  by  you.  A.  It  is. 

Mr.  Await :  Mr.  Chairman,  may  I  ask  that  this  document 
be  identified  as  Exhibit  No.  71. 

Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  71  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await : 

Q.  Exhibit  71  is  composed  of  two  sheets,  Mr.  Locke?  A. 
Yes,  it  is. 

Q.  Will  you  please  explain  this  exhibit?  A.  Referring 
to  page  2  of  Exhibit  71,  we  find  in  the  second  column  listed 
the  maximum  60-minute  demand  in  kilowatts  of  Pepco  total 
net  energy  for  load  by  years.  These  data  were  taken  from 
Pepco  annual  reports  to  the  Federal  Power  Commisssion 
on  Form  12,  Schedule  14.  It  will  be  noted  that  for  the 
years  1934  and  1935  the  figures  show  for  an  in- 
1097  stantaneous  demand,  these,  as  vre  understand  it, 
being  the  only  figures  available  for  those  years. 

The  third  column  shows  the  energy  in  kilowatt  hours 
of  Pepco  total  net  energy  for  load  also  taken  from  Pepco 
reports  to  the  Federal  Power  Commission  on  Form  12, 
Schedule  14. 

The  fourth  column  contains  figures  for  the  respective 
years  of  the  load  factor  in  percent,  these  likewise  being 
taken  from  Pepco  annual  reports  to  the  Federal  Power 
Commission  on  Form  12,  Schedule  14. 

At  the  bottom  of  this  page  is  shown  the  formula  for  the 
determination  of  the  load  factor,  this  being  the  formula 
prescribed  by  the  Federal  Power  Commission. 

Q.  Mr.  Locke,  have  you  prepared  a  document  headed 
“Trend  of  Capital  Transit  Company  D.  C.  Energy  as 
Per  Cent  of  Potomac  Electric  Power  Company,  Total 
Energy  Delivered  by  Years,  1934-1949”?  A.  I  have. 

Q.  I  hand  you  the  document  I  have  just  described  and 
ask  if  this  is  the  document  that  you  have  prepared.  A.  It 
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Mr.  Await :  I  ask  that  this  document  be  marked  for  identi¬ 
fication  as  Exhibit  No.  72. 

Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  72  was  marked  for  identifi¬ 
cation.) 

1098  By  Mr.  Await: 

Q.  Exhibit  No.  72,  Mr.  Locke,  is  also  two  pages?  A.  It  is, 
yes. 

Q.  Will  you  please  explain  Exhibit  72.  A.  The  second 
page  of  this  exhibit  tabulates  the  percentage  trends  of 
Capital  Transit  direct  current  600  volt  energy  as  a  per¬ 
cent  of  Potomac  Electric  Power  Company  total  energy 
delivered  by  years  between  1934  and  1949  inclusive,  while 
the  first  page  presents  these  data  graphically.  These 
percentages  are  based  on  figures  shown  in  Exhibit  No.  69. 

Q.  Mr.  Locke,  on  the  second  page  of  Exhibit  72,  down 
at  the  bottom,  it  says  “Percentages  are  based  on  figures 
shown  in  Exhibit  No.”  and  then  blank.  Should  69  go 
in  there  ?  A.  69  should  go  in  at  that  point. 

Q.  So  you  desire  to  correct  the  exhibit  to  that  extent.  A. 
I  would  ask  that  the  figure  69  be  inserted  after  the  word  No. 
at  the  bottom  of  page  2,  Exhibit  72. 

Q.  You  have  explained  that  the  energy  consumption  of 
Capital  Transit  Company  is  continuing  to  decline.  Will 
the  trend  of  the  percent  which  Capital  Transit  is  of  Pepco’s 
total  energy  also  continue  to  decline?  A.  Yes,  for  the  rea¬ 
sons  I  have  already  cited. 

Q.  Mr.  Locke,  have  you  prepared  a  document  headed 
“Hourly  Demands  (60  Minute  Integrated)  Potomac  Elec¬ 
tric  Power  Company  and  Capital  Transit  Company 

1099  Day  of  Pepco  Maximum  for  Year  1949 — June  28 
Kilowatts”?  A.  I  have. 

Q.  I  hand  you  the  document  I  have  just  described  and 
ask  you  if  this  is  the  document  that  you  have  prepared. 
A.  It  is. 

Mr.  Await :  I  ask  that  this  document  be  marked  for  identi¬ 
fication  as  Exhibit  73. 
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Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  73  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Await : 

Q.  Mr.  Locke,  Exhibit  73  has  two  pages?  A.  It  does, 
yes. 

Q.  Will  you  please  explain  Exhibit  73.  A.  The  first 
page  of  Exhibit  73  present  graphically  the  data  listed  on 
page  2.  Referring  to  the  data  on  page  2,  we  find  in  the 
second  column,  listed  for  each  of  the  24  hours  beginning  at 

I  a.  m.  of  June  28, 1949,  the  Pepco  total  demand  in  kilowatts. 
These  data  are  taken  from  Pepco  annual  reports  to  the 
Federal  Power  Commission  on  Form  12,  Schedule  15,  Part 
A.  The  third  column  lists  for  the  same  hours  the  Capital 
Transit  Company’s  600  volt  dc  demand.  These  were 
estimated  based  on  the  number  of  cars  scheduled  to  be 
operated  during  each  hour  of  the  day.  These  figures  are 

founded  on  the  figure  13,820,  which  is  the  demand  for 
1100  the  hour  ending  at  12  noon  as  a  figure  furnished  by 
the  Potomac  Electric  Power  Company. 

The  chart  on  Page  1  shows  a  curve  which  is  character¬ 
istic  of  Capital  Transit  Company  operations  hour  by  hour 
throughout  the  day  with  a  maximum  of  cars  operated  and 
the  maximum  demand  in  the  hour  between  5  and  6  p.  m. 
This  railway  peak  did  not  occur  at  the  time  when  the  Pepco 
system  peak  occurred  on  June  28,  the  latter  being  between 

II  and  12  noon. 

1106  O.  Eugene  Penney  was  called  as  a  witness  on  be¬ 
half  of  Capital  Transit  Company  and,  having  been 
first  duly  sworn,  was  examined  and  testified  as  follows: 

Direct  examination 

By  Mr.  Sparks: 

Q.  Mr.  Penney,  will  you  state  your  full  name,  please?  A. 
O.  Eugene  Penney. 
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Q.  By  whom  are  you  employed !  A.  Capital  Transit  Com¬ 
pany,  36tli  and  M  Streets,  N.  W.,  Washington,  D.  C. 

Q.  What  is  your  title?  A.  My  title  is  valuation  engi¬ 
neer. 

Q.  Will  you  give  your  education  and  experience,  please? 
A.  In  1929  I  graduated  from  the  Wharton  School  of  Finance 
and  Commerce,  University  of  Pennsylvania,  Philadelphia, 
Pennsylvania,  with  the  degree  of  bachelor  of  science  in 
economics,  having  specialized  in  industrial  traffic  man¬ 
agement  and  railroad  administration. 

1107  Prior  to  graduation  I  was  employed  during  the 
summer  of  1927  in  the  construction  department  of 

Capital  Traction  Company  of  Washington,  D.  C.,  prede¬ 
cessor  of  Capital  Transit  Company.  I  was  assigned  to  track 
construction  work  in  charge  of  material  delivery  schedul¬ 
ing. 

During  the  summer  of  1928  I  was  employed  in  the  traffic 
department  of  the  Washington-Old  Dominion  Railroad  with 
headquarters  in  Washington,  D.  C.  and  Rosslvn,  Virginia. 

For  two  years  after  graduation  from  college,  I  served 
as  assistant  to  the  traffic  manager  of  S.  H.  Kress  and  Com¬ 
pany  of  New  York  City.  Following  that  I  was  employed 
for  two  years  by  the  Bureau  of  Public  Roads,  U.  S.  De¬ 
partment  of  Agriculture,  in  connection  with  traffic  survey 
work.  One  year  was  spent  in  the  Washington  area,  and 
the  second  year  I  was  made  chief  of  party  and  transferred 
to  New  Jersey  on  a  traffic  survey  project  conducted  jointly 
by  the  Bureau  of  Public  Roads  and  the  New  Jersey  Depart¬ 
ment  of  Highways. 

My  association  with  Capital  Transit  Company  began  in 
February  1934.  At  that  time  I  was  assigned  to  traffic  sur¬ 
vey  w-ork  in  the  schedule  department,  and  in  the  latter 
part  of  1934  was  transferred  to  valuation  work,  in  which 
work  I  have  been  engaged  to  the  present  time.  My  duties 
have  been  to  assist  in  maintaining  a  continuing  prop- 

1108  erty  record. 

This  work  has  involved  the  preparation  of  the  in¬ 
ventory  from  information  obtained  from  the  engineering 
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department  and  mechanical  department  job  reports,  from 
accounting  department  records,  and  from  inspection  in  the 
field  to  verify  reported  data  and  to  obtain  data  not  con¬ 
tained  in  reports. 

There  has  also  been  involved  the  development  of  unit 
prices  to  be  applied  against  the  inventory,  with  considera¬ 
tion  being  given  to  labor  performance  and  cost  of  labor 
and  material,  the  development  of  index  numbers  by  means 
of  which  the  inventory  has  been  priced  at  varying  dates, 
and  studies  relating  to  allocation  of  property  on  varying 
bases. 

For  the  past  eight  years  I  have  been  in  charge  of  this 
work. 

Q.  Have  you  ever  testified  on  valuation  matters  before 
any  regulatory  commission  ?  A.  Yes.  I  have  testified  before 
the  Maryland  Public  Service  Comission. 

Q.  Have  you  prepared  a  document  showing  the  prop¬ 
erty  owned  by  Capital  Transit  Company  and  used  by  Poto¬ 
mac  Electric  Power  Company  without  payment  of  compen¬ 
sation  to  serve  Capital  Transit  Company  and  other  cus¬ 
tomers  of  Potomac  Electric  Power  Company?  A. 
1109  Yes,  I  have. 

Q.  I  show  you  a  document  consisting  of  two  pages, 
headed  “Estimated  Cost  New  of  Capital  Transit  Com¬ 
pany  Property  Used  by  Potomac  Electric  Power  Company 
for  Supplying  Electrical  Energy  to  Capital  Transit  Com¬ 
pany  or  for  Other  Purposes  as  of  December  31,  1949.”  Is 
that  the  document  you  have  just  referred  to  ?  A.  It  is. 

Mr.  Sparks :  May  this  document  be  marked  for  identifica¬ 
tion  as  Exhibit  74? 

Chairman  Flanagan :  It  will  be  so  marked. 

(The  document  above  referred  to  was  marked  for  identifi¬ 
cation  as  Capital  Transit  Exhibit  74.) 

Commissioner  Spencer :  Mr.  Sparks,  I  understood  you  to 
say  this  was  a  list  of  property  used  without  payment  to 
the  transit  company? 

Mr.  Sparks:  Yes,  sir. 


Commissioner  Spencer:  Does  that  then  exclude  the  prop¬ 
erty  that  was  discussed  here  yesterday  where  there  was 
a  payment! 

Mr.  Sparks:  Yes,  sir. 

By  Mr.  Sparks: 

Q.  Will  you  describe  this  exhibit,  Mr.  Penney!  A.  This 
exhibit  consists  of  two  sheets.  The  first  sheet  is 

1110  entitled  “Estimated  Cost  New  of  Capital  Transit 
Company  Property  Used  by  Potomac  Electric  Power 

Company  for  Supplying  Electrical  Energy  to  Capital  Tran¬ 
sit  Company  or  for  Other  Purposes  as  of  December  31, 
1949.” 

The  second  sheet  is  entitled  “Inventory  of  Property 
Owned  by  Capital  Transit  Company  and  Used  by  Potomac 
Electric  Power  Company  as  of  December  31,  1949.” 

As  of  December  31,  1931  an  inventory  of  property  was 
made  by  the  Capital  Traction  Company  and  by  the  Wash¬ 
ington  Railway  and  Electric  Company,  predecessors  of 
Capital  Transit  Company.  The  inventory  items  were  as¬ 
signed  values  to  reflect  the  cost  new  on  the  basis  of  costs 
of  material  and  labor  then  prevailing. 

At  the  time  of  the  merger  of  the  two  predecessor  com¬ 
panies  resulting  in  the  formation  of  Capital  Transit  Com¬ 
pany,  the  two  inventories  of  property  were  consolidated 
to  become  the  inventory  of  property  of  Capital  Transit 
Company.  This  inventory  has  been  kept  continuously, 
being  corrected  to  reflect  the  retirement  and  acquisition 
of  items  of  property.  Pricing  of  the  inventory  has  been 
maintained  on  the  basis  of  the  cost  new  as  of  December 
31,  1931. 

In  keeping  the  inventory  up  to  date  and  in  obtaining 
unit  prices  with  respect  to  items  relating  to  the  electrical 
system,  considerable  dependence  has  been  placed  on  the 
records  of  Potomac  Electric  Power  Company,  since 

1111  that  company  has  performed  the  majority  of  the 
work  resulting  in  changes  in  this  group  of  property. 

The  exhibit  numbered  74  for  identification  shows  on 
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the  first  page  the  estimated  cost  new  as  of  December  31, 
1949  of  that  property  owmed  by  Capital  Transit  Company 
but  used  by  Potomac  Electric  Power  Company  in  its  busi¬ 
ness  of  supplying  electrical  energy  to  Transit  and  other 
customers. 

Q.  Just  a  minute,  Mr.  Penney.  Did  you  say  1931  or 
1949?  A.  1949. 

Mr.  Harrison:  While  we  are  at  that  point,  I  understood 
the  ^witness  to  say  a  few  minutes  ago  that  the  costs  shown 
on  the  first  sheet  of  Exhibit  74  were  new  as  of  December 
31,  1931.  Should  that  have  been  1949  too? 

The  Witness:  No,  sir.  My  statement  at  that  time  wras 
that  the  inventory  as  it  has  been  maintained  by  the  Tran¬ 
sit  Company  has  been  continually  priced  at  1931  prices. 

Chairman  Flanagan:  How  do  you  do  that? 

The  Witness:  In  the  first  place, - 

Chairman  Flanagan:  Suppose  an  addition  is  made  to  a 
i  substation — coils,  wire,  cables — of  a  class  which  weren’t 
manufactured  in  1931.  There  are  such  items  I  presume? 

The  Witness:  That  is  correct. 

Chairman  Flanagan :  How  vrould  you  apply  a  1931 
1112  price  to  such  items? 

The  Witness:  We  have  taken  prices  for  similar 
items  that  did  exist  in  1931  or  by  the  use  of  index  numbers 
have  trended  those  costs  back  to  an  estimate  of  what  they 
w’ould  have  cost  in  1931. 

By  Mr.  Sparks: 

Q.  Will  you  continue  with  your  testimony,  Mr.  Penney? 
A.  The  cost  new  as  of  December  31,  1949  has  been  de¬ 
veloped  by  determining  the  relationship  of  costs  prevailing 
in  1931  and  those  prevailing  in  1949  as  shown  by  the 
Power  Company’s  electric  plant  cost  trends. 

The  cost  new  as  of  December  31,  1931  was  then  multi¬ 
plied  by  the  percentage  increase  derived  from  the  cost 
trends. 

By  way  of  illustration,  Transit  owns  34,398  feet  of  trans- 
1  mission  cable  which  is  used  by  the  power  company  in 
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transporting  energy  from  the  generating  station  to  the 
substation.  This  cable  is  appraised  at  $36,462  at  the 
prices  prevailing  in  1931.  The  electric  plant  cost  trends 
for  Account  333,  underground  conductors,  indicates  that 
costs  in  1949  for  this  group  of  property  are  272.1  per  cent 
of  cost  for  the  same  group  of  property  in  1931.  Multiply¬ 
ing  the  appraised  value  at  1931  prices  of  $36,462  by  272.1 
per  cent,  the  appraised  value  at  the  end  of  1949  be¬ 
ll  13  comes  $99,220  as  shown  on  the  exhibit. 

With  respect  to  substation  buildings  or  buildings 
in  which  substation  enclosures  are  located,  the  percentage 
relationship  of  the  floor  area  occupied  by  the  substation 
to  the  total  floor  area  of  the  building  was  determined. 
The  area  of  the  substation  was  classified  as  being  used 
to  supply  power  for  railway  use  or  for  the  use  of  other 
customers.  The  percentage  thus  found  was  applied  to  the 
total  value  at  1931  prices  of  the  building  to  ascertain  the 
value  of  that  part  of  the  building  used  by  the  power 
company. 

The  1931  appraised  value  was  then  brought  up  to  the 
1949  level  of  costs  by  means  of  the  electric  plant  cost 
trends.  For  example,  the  total  floor  area  of  that  part  of 
Substation  No.  11  which  is  owned  by  Capital  Transit  Com¬ 
pany  is  3,100  square  feet,  of  which  2,900  square  feet,  or 
93.55  per  cent  of  the  total  floor  area,  is  devoted  to  supply¬ 
ing  power  for  railway  use  and  150  square  feet,  or  4.84  per 
cent  of  the  total  floor  area,  is  devoted  to  supplying  power 
to  other  customers  of  the  power  company.  The  total  1931 
appraisal  value  of  the  building  is  $16,216.  93.55  per  cent 
of  this  value,  or  $15,170,  is  assignable  to  Pepco’s  use  for 
railway  use,  while  4.84  per  cent,  or  $785,  is  assignable  to 
Pepco’s  use  for  its  other  customers. 

The  electric  plant  cost  trends  for  Account  312,  substa¬ 
tion  structures,  indicate  that  costs  in  1949  for  this 
1114  group  of  property  were  237.1  per  cent  of  costs  for 
the  same  group  of  property  in  1931.  Multiplying 
$16,216  and  $785  each  by  237.1  per  cent,  the  1949  cost  new 
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of  building  used  for  supplying  railway  power  is  $35,972 
and  for  supplying  power  for  other  purposes  is  $1,862,  as 
shown  on  the  exhibit. 

This  same  procedure  was  followed  at  each  location  result¬ 
ing  in  the  amounts  for  each  location  and  each  classifica¬ 
tion  as  shown  on  the  exhibit. 

The  total  for  all  substation  buildings  is  $167,943. 

With  respect  to  land  occupied  by  substations,  the  area 
actually  occupied  was  classified  as  to  use.  The  areas  so 
classified  were  then  multiplied  by  a  rate  per  square  foot 
which  had  been  presented  in  testimony  before  this  Commis¬ 
sion  by  expert  witnesses.  For  all  land  situated  in  the 
District  of  Columbia,  the  rates  used  were  those  testified  to 
by  the  witness  for  Capital  Transit  Company,  William  B. 
Bennett,  in  Formal  Case  396  before  this  Commission  and 
recorded  in  the  transcript  for  that  case  on  April  5,  1950, 
beginning  at  page  173. 

The  rate  for  the  sites  of  substation  15  at  Glen  Echo  Park, 
Maryland  and  substation  37  at  Sunnyside,  Maryland  is  that 
testified  to  by  the  witness  for  the  Capital  Transit  Com¬ 
pany,  Charles  C.  Koons,  in  Formal  Case  336  before  this 
Commission  and  recorded  in  the  transcript  for  that 
1115  case  on  March  22,  1945  beginning  at  page  583. 

Using  the  areas  classified  as  previously  described 
and  the  rates  as  identified,  the  present  value  of  substation 
land  situated  in  the  District  of  Columbia  is  found  to  be 
$40,495,  and  the  present  value  of  substation  land  situated 
in  Maryland  is  found  to  be  $92. 

The  cost  new  of  substation  equipment  and  of  underground 
conduit  were  determined  by  the  same  method  that  was  used 
for  transmission  cable.  Since  electrical  energy  is  deliv¬ 
ered  to  Capital  Transit  Company  at  the  D.  C.  bus  bar, 
the  value  of  D.  C.  feeder  equipment  has  been  deducted  from 
the  total  1931  appraisal  value  of  all  substation  equipment. 
The  1931  appraisal  value  of  the  remainder  has  been  brought 
to  the  1949  level  of  prices  by  means  of  the  electric  plant  cost 
trends  for  Account  328,  substation  equipment,  and  is  found 
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to  be  $1,199,758  for  equipment  in  substations  located  in  tbe 
District  of  Columbia,  and  $3,054  for  equipment  in  substa¬ 
tions  located  in  Maryland. 

Underground  conduit  owned  by  Capital  Transit  Company 
in  tbe  amount  of  221,957  duct  feet  is  occupied  by  cables 
owned  by  the  Potomac  Electric  Power  Company  or  by  cables 
owned  by  the  Transit  Company  and  used  by  the  Power 
Company.  This  latter  group  is  the  transmission  cable 
shown  as  the  first  item  on  the  exhibit. 

The  conduit  is  priced  at  the  average  1931  appraisal 

1116  value  per  duct  foot  including  manholes.  This  amount 
was  then  brought  to  the  1949  level  of  prices  by  means 

of  the  electric  plant  cost  trends  for  Account  330,  under¬ 
ground  conduit,  and  results  in  a  cost  new  as  of  December 
31, 1949  in  the  amount  of  $225,011. 

In  summary,  the  estimated  cost  new  as  of  December  31, 
1949  of  Capital  Transit  Company  property  used  by  Potomac 
Electric  Power  Company  in  supplying  power  to  Capital 
Transit  Company  and  to  other  customers  is  found  to  be, 
for  property  located  in  the  District  of  Columbia:  trans¬ 
mission  cable,  $99,220;  substation  buildings,  $167,943;  sub¬ 
station  land,  $40,495;  substation  equipment,  $1,199,758;  un¬ 
derground  conduit,  $225,011.  Total  in  the  District  of  Co¬ 
lumbia,  $1,732,427. 

For  property  located  in  Maryland,  substation  land  $92, 
substation  equipment  $3,054,  with  a  total  in  Maryland  of 
$3,146. 

Total  Capital  Transit  Company  property  in  the  District 
of  Columbia  and  Maryland  used  by  the  Potomac  Electric 
Power  Company  is  $1,735,573. 

Q.  Mr.  Penney,  if  you  added  ten  per  cent  to  the  cost 
figures  to  which  you  have  just  referred  except  for  land 
in  anticipation  of  further  price  increases  as  referred  to 
by  Mr.  Ferry  of  Pepco,  what  figure  would  you  get?  A. 
The  value  of  all  property  listed  excluding  land  totals 

1117  $1,694,986.  By  adding  ten  per  cent  of  this  total,  or 
$169,499  to  the  total  cost  new  estimate  of  $1,735,573, 
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the  resulting  value  of  transit  property  used  by  the  power 
company  would  be  $1,905,072. 

Q.  Will  you  describe  the  second  sheet  of  your  exhibit? 
A.  This  sheet  shows  property  owned  by  Capital  Transit 
which  is  used  by  Potomac  Electric  Power  Company.  The 
property  is  classified  with  respect  to  its  location  and  nature 
and  consists  primarily  of  right-of-vrav  land. 

In  the  District  of  Columbia,  the  Great  Falls  Line  right- 
of-way  between  38th  Street  and  Norton  Street,  consisting 
of  the  parcels  and  lots  as  shown  on  the  exhibit,  is  occupied 
by  double  tracks  of  the  transit  company  but  at  the  same 
time  provides  a  right-of-way  of  3.288  miles  in  length  for 
circuits  of  the  power  company. 

Q.  Those  circuits  you  refer  to  are  poles  and  power  lines 
of  the  Potomac  Electric  Power  Company?  A.  That  is  cor¬ 
rect. 

Q.  Will  you  continue  with  your  explanation  of  sheet  2 
of  Exhibit  74?  A.  I  might  add  in  response  to  your  ques¬ 
tion  that  in  some  cases  the  circuits  are  on  poles  owned  by 
the  transit  company. 

Columbia  Line  right-of-way,  between  Minnesota 
1118  Avenue  and  58th  Street,  N.  E.,  consisting  of  parcels 
and  lots  as  shown  on  the  exhibit,  is  occupied  a  dis¬ 
tance  of  0.186  miles  by  a  private  bus  roadway  for  Transit 
vehicles  but  at  the  same  time  provides  a  right  of  way  of 
0.936  miles  in  length  for  the  power  company’s  line  to  Indian 
Head,  0.750  miles  of  which  is  occupied  solely  by  the  power 
company. 

The  power  company,  therefore,  has  the  use  of  a  total  of 
4.224  miles  of  private  right-of-way  in  the  District  of  Co¬ 
lumbia  which  is  owned  by  Capital  Transit  Company. 

In  the  District  of  Columbia  there  are  1,219  poles  owned 
by  Transit  on  which  are  located  street  lighting  fixtures 
for  which  the  power  company  is  reimbursed  by  the  D.  C. 
Electric  Department  at  the  rate  of  $1.65  per  pole  per  year. 
This  is  a  total  annual  charge  of  $2,011.35  in  addition  to 
normal  maintenance  charges  for  the  lights  themselves. 
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In  Maryland,  the  transit  company’s  privately  owned 
Great  Falls  Line  right-of-way  between  the  D.  C.  line  and 
Cabin  John,  Maryland,  while  occupied  by  double  tracks  of 
the  transit  company,  provides  the  power  company  with  a 
right-of-way  for  its  circuits  on  its  own  or  Transit’s  poles 
of  2.877  miles  in  length. 

The  transit  company’s  privately  owned  Maryland  Line 
right-of-way  between  Mt.  Rainier  and  Branchville,  Mary¬ 
land,  though  occupied  by  double  track  and  single 
1119  track  of  the  transit  company,  provide  the  power  com¬ 
pany  with  right-of-way  of  3.744  miles  in  length, 
and  from  Branchville  to  Beltsville,  Maryland,  the  right-of- 
way  of  the  now-abandoned  carline  provides  the  power  com¬ 
pany  with  a  right-of-way  of  3.199  miles  in  length. 

The  power  company  therefore  has  the  use  of  9.850  miles 
of  the  right-of-way  owned  by  the  transit  company  in 
Maryland. 

The  right-of-way  in  the  District  of  Columbia  and  Mary¬ 
land  owned  by  Capital  Transit  Company  and  used  by  Poto¬ 
mac  Electric  Power  Company  is  a  total  length  of  14.074 
miles. 

Q.  Do  you  know  who  pays  the  taxes  and  insurance  on 
all  of  the  property  which  you  have  listed  in  your  Exhibit 
74?  A.  Yes.  Capital  Trasit  Company  does. 
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1133  J.  E.  Heberle  was  called  as  a  witness  for  and  in 
behalf  of  the  Capital  Transit  Company  and,  being 

first  duly  sworn,  was  examined  and  testified  as  follows: 

Direct  examination 
By  Mr.  Await: 

Q.  Mr.  Heberle,  will  you  please  give  your  name,  address, 
and  your  present  position  with  the  Capital  Transit  Com¬ 
pany.  A.  J.  E.  Heberle,  36th  and  M  Street,  Northwest,  Vice 
President  and  Comptroller. 

Q.  How  long  have  you  been  Comptroller?  A.  Since  De¬ 
cember  1,  1933,  when  Capital  Transit  Company  was  organ¬ 
ized  and  Capital  Transit  Company  started  operations. 

Q.  You  have  testified  in  many  cases  before  this  Com¬ 
mission?  A.  Yes,  sir. 

Q.  Were  you  employed  by  Capital  Traction  Company, 
one  of  the  two  companies  the  properties  of  which 

1134  were  merged  in  1933?  A.  I  was. 

Q.  What  was  the  position  you  held  just  prior  to 
the  merger  in  1933?  A.  Assistant  to  the  President  of  the 
Capital  Traction  Company. 

Q.  Did  you  in  that  capacity  become  familiar  with  the 
conditions  and  considerations  of  the  merger  and  of  the 
power  contract  that  has  been  identified  in  this  case  as  Ex¬ 
hibits  41  and  41A?  A.  Yes. 

Q.  What  were  some  of  the  considerations  involved  in  the 
contract  betvreen  Capital  Transit  Company  and  the  Poto¬ 
mac  Electric  Power  Company?  A.  The  contract  that  we 
are  here  considering  is  not  a  simple  arrangement  for  the 
delivery  of  power  by  the  Potomac  Electric  Power  Company 
to  the  Capital  Transit  Company.  It  is  a  most  complex  con¬ 
tract  that  not  only  provides  for  the  delivery  of  electric 
energy  to  the  Transit  Company,  but  also  provides  for  the 
free  use  of  certain  properties  of  the  Transit  Company,  and 
in  addition  has  other  important  characteristics. 

My  testimony  is  addressed  solely  to  the  issue  of  whether 
or  not  there  should  be  an  increase  in  the  rates  charged 
Capital  Transit  Company  for  electric  energy.  On  that 
point  I  state  here  and  now  that  in  my  opinion  there  should 
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be  no  increase  in  those  rates,  but  on  the  contrary,  if 

1135  the  contract  is  to  be  amended  or  changed  in  any 
particular,  such  change  should  provide  for  a  rate 

decrease  of  the  order  of  $100,000  per  year. 

This  power  contract  was  an  important  consideration  in 
bringing  about  the  merger  of  the  properties,  rights,  and 
franchises  of  the  Capital  Traction  Company  and  the  trans¬ 
portation  properties  of  the  Washington  Railway  and  Elec¬ 
tric  Company.  This  merger  brought  substantial  benefits  to 
all  residents  of  the  District  of  Columbia.  It  resulted  in 
access  being  had  to  all  points  in  the  District  of  Columbia 
on  the  lines  of  both  predecessor  companies  for  one  fare, 
where  formerly  two  fares  had  been  charged.  It  resulted 
in  new  connections  that  permitted  new  routings  which  short¬ 
ened  the  time  of  travel  for  many  necessary  journeys.  It 
made  possible  the  removal  of  streetcar  tracks  from  some 
streets  where  duplication  of  facilities  had  existed  between 
the  former  separate  companies,  and  made  such  streets  fully 
available  to  other  forms  of  travel.  It  was  an  improve¬ 
ment  that  had  been  sought  by  the  public  for  many  years 
prior  to  1933. 

Naturally,  this  Public  Utility  Commission  of  the  District 
of  Columbia  was  strongly  interested  in  bringing  about  such 
a  merger. 

Before  the  merger,  the  Washington  Railway  and  Elec¬ 
tric  Company  had  an  arrangement  with  its  subsidiary,  the 
Potomac  Electric  Power  Company,  under  which  it  ob¬ 
tained  its  power  at  a  very  low  net  cost.  The  Capital 

1136  Traction  Company  produced  the  power  required  for 
its  operations  in  its  own  plant,  located  on  the  Poto¬ 
mac  River  at  the  foot  of  Wisconsin  Avenue.  This  plant 
had  been  built  and  put  into  service  about  1912,  and  it  was 
capable  of  substantial  expansion.  When  it  was  originally 
constructed  it  was  thought  that  there  would  be  an  ex¬ 
pansion  of  the  plant,  and  the  ground  and  the  plant  itself 
in  many  particulars  was  designed,  developed,  and  funds 
expended  at  the  time  that  would  have  provided  for  such 
expansion. 

In  the  merger  discussions  between  the  companies,  one 
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of  the  important  questions  to  be  decided  was  the  source 
from  which  the  new  company  would  obtain  its  power.  If 
the  power  for  the  combined  system  was  to  be  purchased 
from  Potomac  Electric  Power  Company,  upon  what  basis 
would  it  be  purchased?  :  « 

The  question  between  the  parties  was  resolved  by  an 
agreement  to  purchase  this  power  from  the  Potomac  Elec¬ 
tric  Power  Company.  The  rate  agreed  upon  by  the  parties 
was  greater  than  the  rate  formerly  paid  by  the  Washington 
Railway  to  the  Potomac  Electric  Power  Company,  but  less 
than  the  cost  which  Capital  Traction  Company  had  paid 
for  producing  power  in  its  own  plant.  This  was  natural, 
because  the  Capital  Traction  Company’s  plant  was  a  smaller 
plant  than  the  Pepco  and  its  unit  costs  were  somewhat 
higher. 

Thus,  one  benefit  to  the  Potomac  Electric  Power 
1137  Company  was  the  additional  revenues  received  at  the 
time  of  the  merger,  since  the  Washington  Railway 
had  been  receiving  its  power  from  its  subsidiary,  Potomac 
Electric  Power  Company,  at  a  lesser  cost  than  Capital 
Transit  Company  was  to  pay  and  did  pay. 

The  Joint  Resolution  of  Congress  authorizing  the  merger, 
approved  January  14,  1933, — and  I  ask  that  you  keep  the 
significance  of  these  dates  in  mind,  because  they  are  sig¬ 
nificant — as  amended  February  16,  1933,  contained  the 
form  of  unification  agreement,  of  which  paragraph  tenth 
in  that  legislation  reads  as  follows.  Tenth,  I  quote: 

“The  Washington  Company” — the  Washington  Railway 
and  Electric  Company,  I  interpolate  there — “shall  cause  the 
Potomac  Electric  Power  Company  to  enter  into  a  contract 
with  the  new  company,  subject  to  the  approval  of  the  Public 
Utilities  Commission,  said  power  contract  to  become  effec¬ 
tive  as  of  the  date  of  the  consummation  of  this  merger  and 
run  for  the  life  of  whichever  of  the  last  mentioned  com¬ 
panies  expires  first,  and  to  provide  that  Potomac  Electric 
Power  Company  or  its  successors  and/or  assigns  will  at 
all  times  on  request  furnish  an  adequate  supply  of  electric 
power  for  the  maintenance  and  operation  of  the  transit 
properties  of  the  new  company  and  at  such  reasonable 
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rates  as  the  Public  Utilities  Commission  may  from  time 
to  time  fix.  The  Washington  Company  shall  assign  to  the 
Potomac  Electric  Power  Company  all  of  its  existing 

1138  contracts  for  the  sale  of  power  to  other  railway  com¬ 
panies.” 

Now,  that  last  clause  refers  to  the  fact  that  under  the 
power  arrangement  between  the  Washington  Railway  and 
Electric  Company  and  its  subsidiary  prior  to  the  merger 
the  Washington  Railway  and  Electric  Company  enjoyed 
the  proceeds  from  certain  contracts  for  power  produced 
in  the  plant  of  the  Potomac  Electric  Power  Company,  the 
revenues  from  the  sale  of  which  ran  to  the  Railway  Com¬ 
pany,  and  the  costs  being  represented  in  the  costs  for 
power  of  the  Railway  Company,  but  was  an  advantageous 
arrangement  for  the  Washington  Railway  and  Electric 
Company,  which  arrangement  was  transferred  to  the  Poto¬ 
mac  Electric  Power  Company  as  at  the  time  of  the  merger, 
and  from  which  the  Capital  Transit  Company  got  no  bene¬ 
fit. 

In  due  course  the  parties  to  the  merger  agreement,  the 
Capital  Traction  Company  and  the  Washington  Railway 
and  Electric  Company,  agreed  upon  the  form  and  content 
of  the  power  contract,  including  the  rate  to  be  paid,  and 
the  terms  of  the  definitive  unification  agreement,  which 
were  submitted  to  the  Public  Utilities  Commission  of  the 
District  of  Columbia  for  approval — submitted  to  this  Com¬ 
mission. 

I  have  referred  to  the  two  documents,  first  the  power 
contract  and  then  the  definitive  unification  agreement, 
which  were  among  the  documents  that  were  submitted  to 
this  Commission  for  its  approval. 

1139  Thereafter,  it  was  after  the  submission,  on  Septem¬ 
ber  18,  1933 — and  that  is  another  date.  Remember 

that  the  legislation  passed  by  Congress  was  passed  in 
January  of  1933.  Now,  on  September — and  let  me  repeat 
again:  The  legislation  contained  these  directions  with  re¬ 
spect  to  the  power  contract.  On  September  18,  1933,  this 
Commission  held  a  public  hearing,  Formal  Case  No.  200,  for 
the  purpose  of  considering  the  various  merger  contracts 
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and  documents,  among  them  being  the  definitive  unification 
agreement  and  the  power  contract.  At  this  hearing  this 
Commission,  by  its  own  chief  accountant,  set  forth  the 
elements  of  cost  it  used  in  checking  the  rate  for  electric 
energy  proposed  in  the  power  contract  to  be  charged  by 
the  Potomac  Electric  Power  Company  to  Capital  Transit 
Company,  and  I  now  quote  from  the  records  of  that  hear¬ 
ing.  This  has  already  been  introduced  as  an  exhibit,  but 
I  would  like,  because  I  ask  your  attention  to  these  matters 
— I  would  like  to  go  through  this  transcript  as  it  vras  pro¬ 
duced  at  that  time  at  the  hearing.  I  quote : 

“Mr.  Roberts:  Mr.  Bachman,  you  are - 

“Mr.  Bachman:  Chief  Accountant,  Public  Utilities  Com¬ 
mission. 

“Mr.  Roberts:  Have  you  made  studies  of  the  cost  of 
power  as  shown  by  the  records  of  the  Potomac  Electric 
Power  Company? 

“Mr.  Bachman:  I  have. 

“Mr.  Roberts:  Would  you  state  the  elements  of 
1140  that  cost  stated  on  a  kilowatt  hour  basis? 

“Mr.  Bachman:  The  cost  of  generation,  which  in¬ 
cludes  the  raw  material  and  labor,  is  2.91545  mills;  the 
maintenance  of  the  Benning  plant,  .30278;  real  estate  taxes, 
.07188;  franchise  tax  on  the  portion  applicable  to  traction 
revenue,  .10430;  depreciation  on  the  Benning  plant,  .35269; 
the  return  on  investment  of  Benning  plant,  1.91379. 

“  Chairman  Patrick :  What  percentage  is  that  ? 

“Mr.  Bachman:  That  is  a  7  percent  return,  making  a 
grand  total  of  5.66089  mills. 

“Mr.  Roberts:  Mr.  Bachman,  will  you  kindly  make  a 
division  of  the  average  kilowatt  hour  price  within  the  pres¬ 
ent  standard  price  of  coal  under  the  power  contract? 

“Mr.  Bachman:  You  mean  taking  the - 

“Mr.  Roberts:  Taking  the  $445,000  and  dividing  by 
75,000,000  kilowatt  hours - 7 

And  I  would  like  to  interpolate  here  that  those  two  fig¬ 
ures  appear  in  the  power  contract,  that  the  price  shall  be 
based  upon  $445,000  for  75,000,000  kilowatt  hours,  and  other 
amounts  in  proportion  up  to  90,000,000  kilowatt  hours,  and 
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down  to  I  believe  30,000,000  kilowatt  hours  per  annum. 
Now  I  resume.  Repeating: 

“Mr.  Roberts:  Taking  the  $445,000  and  dividing  by  75,- 
000,000  kilowatt  hours. 

“Mr.  Bachman:  That  is  5.93  mills. 

1141  “  Mr.  Roberts :  There  is  another  factor  of  considera¬ 
tion  involved  in  this  contract  beside  the  price  paid, 

is  there  not,  Mr.  Bachman? 

“Mr.  Bachman:  Yes. 

“Mr.  Roberts:  What  is  it? 

“Mr.  Bachman:  Do  you  mean  the  lease  value  of  the  prop¬ 
erty,  Mr.  Roberts? 

“Mr.  Roberts:  Yes.  The  aggregate  price  that  obtained 
in  the  first  instance  was  what? 

“Mr.  Bachman:  5.66. 

“Mr.  Roberts:  And  the  price  under  the  contract? 

“Mr.  Bachman:  5.93. 

“Mr.  Roberts:  Thank  you. 

“Chairman  Patrick:  Have  you  finished,  Mr.  Roberts? 
“Mr.  Roberts:  Yes,  sir. 

“Mr.  Keech  (People’s  Counsel):  This  proposed  power 
agreement  was  submitted  to  me,  and  there  had  been  several 
changes  made,  and  as  drawn  and  submitted  I  think  it  is  a 
fair  document. 

“Chairman  Patrick:  It  meets  with  your  approval? 

“Mr.  Keech:  Yes,  sir.” 

And  I  close  the  quote  on  that  hearing. 

The  definitive  unification  agreement  was  another  docu¬ 
ment  considered  by  the  Commission  at  the  hearing  Septem¬ 
ber  18,  1933.  It  was  under  this  agreement  that  the  Capi¬ 
tal  Traction  Company  turned  over  to  the  Capital 

1142  Transit  Company  all  of  its  properties,  rights,  and 
franchises  and  went  out  of  business,  and  the  Wash¬ 
ington  Railway  and  Electric  Company  likewise  delivered 
its  transportation  properties. 

Part  2  of  this  agreement  sets  forth  the  considerations 
for  which  the  predecessor  companies  were  to  deliver  their 
properties.  In  paragraph  3 — and  remember  this  agreement 
is  an  exhibit  in  the  case,  introduced  by  Mr.  Reilly.  Part  2 
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of  this  agreement  sets  forth  the  considerations  for  which 
the  predecessor  companies  were  to  deliver  their  properties. 
In  paragraph  3  it  is  stipulated  that  120,000  shares  of  capi¬ 
tal  stock  of  the  Capital  Transit  Company  would  be  issued 
to  the  Capital  Traction  Company,  and  120,000  shares  to  the 
"Washington  Railway  and  Electric  Company.  The  120,000 
shares  that  were  issued  to  the  Capital  Traction  Company 
were  exactly  the  same  number  of  shares  outstanding  of  the 
Capital  Traction  Company  stock.  In  other  words,  the 
stockholders  of  the  Capital  Traction  Company  turned  over 
their  properties,  including  a  power  station  that  had  pro¬ 
duced  the  power  for  their  properties  and  one  that  was  cap¬ 
able  of  expansion — they  turned  over  their  properties  in 
exchange  for  an  equal  number  of  shares  in  the  Capital 
Transit  Company. 

Paragraph  4  of  the  definitive  unification  agreement  stipu¬ 
lates  that  Capital  Transit  Company  would  assume  bonds 
outstanding  in  the  hands  of  the  public  in  the  amount 
1143  of  $5,536,000  on  behalf  of  the  Capital  Traction,  and 
in  the  principal  amount  of  $8,609,000  from  the  Wash¬ 
ington  Railway,  and  agreed  to  pay  the  principal  and  inter¬ 
est  thereon. 

Paragraph  6 — remember,  I  have  been  quoting  paragraphs 
3  and  4.  Paragraph  6  reads,  and  I  quote: 

“The  power  contract  between  Potomac  Electric  Power 
Company  and  the  new  company  provided  for  in  paragraph 
tenth  of  said  form  of  unification  agreement  shall  be  in 
substantially  the  form  now  lodged  with  the  Public  Utilities 
Commission  of  the  District  of  Columbia.  ” 

I  call  attention  to  the  significance  of  the  location  of  this 
paragraph  adjacent  to  the  cash  and  stock  considerations 
under  which  Capital  Traction  Company  turned  over  its 
properties  to  Capital  Transit  Company. 

Q.  Mr.  Heberle,  to  interrupt  just  a  second,  in  speaking 
of  paragraphs  2,  3,  and  4  you  stated  that  you  quoted  those 
paragraphs.  I  think  you  mean  that  you  described  the  con¬ 
tents  thereof,  did  you  not?  You  didn’t  actually  quote 
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those?  A.  No,  I  did  not  quote.  Rather,  I  gave  the  con¬ 
tent.  The  document  is  in  here  as  an  exhibit  and  speaks  for 
itself,  but  I  stand  for  this  abstract  and  summary  that  I 
have  made  of  it  and  for  other  comments  as  being  completely 
correct. 

Mr.  Reilly:  I  wonder  if  Mr.  Await  would  mind  if  I  asked 
you  a  question.  You  mentioned  an  eight  million  dollar  fig¬ 
ure  in  connection  with  paragraph  4.  Would  you  repeat 
that  again? 

1144  The  Witness:  $8,609,000. 

Mr.  Reilly:  I  look  at  paragraph  4  and  I  don’t  get 
those  kind  of  figures. 

The  Witness:  I  will  help  you  to  it,  Mr.  Reilly.  Shall  I 
do  it  now? 

Mr.  Await:  We  can  clear  that  up  later. 

The  Witness:  Following  the  hearing  held  September  18, 
1933,  following  this  public  hearing  where  these  documents 
were  considered  by  the  Commission  and  from  which  I  have 
quoted,  by  direction  of  the  Commission  the  following  letter 
was  addressed  to  the  Capital  Traction  Company  under  date 
of  September  21,  1933,  and  I  quote.  This  letter,  inci¬ 
dentally,  has  also  been  submitted  as  an  exhibit,  but  I  ask 
your  indulgence,  because  these  matters  that  I  am  quoting 
from  and  reading  are  to  me  an  important  part  of  this  sub¬ 
ject  that  we  are  considering  here,  that  is,  the  power  con¬ 
tract  and  the  price  Capital  Transit  Company  should  pay 
for  its  power. 

I  quote  from  this  letter  of  the  Commission : 

“The  Capital  Traction  Company 

“36th  and  M  Steets,  N.  W. 

“Washington,  D.  C. 

“Gentlemen: 

“Pursuant  to  notice  dated  September  11,  1933,  a  public 
hearing  was  held  on  Monday,  September  18,  1933,  for  the 
purpose  of  considering  the  proposed  ‘definitive  uni- 

1145  fication  agreement  between  Washington  Railway  and 
Electric  Company  and  the  Capital  Traction  Com- 
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pany,’  a  copy  of  which  was  filed  in  evidence  at  the  hear¬ 
ing  and  made  part  of  the  official  record.  A  copy  of  each 
of  the  following  documents  was  also  made  part  of  the 
record: 

Proposed  ‘Certificate  of  Incorporation  of  Capital  Tran¬ 
sit  Company’  and  proposed  contract  between  Potomac  Elec¬ 
tric  Power  Company  and  the  Capital  Transit  Company 
covering  the  leasing  of  certain  power  property  of  the  Tran¬ 
sit  Company  and  the  sale  of  power  to  said  company. 

“Documents  bearing  the  titles  mentioned  above  were 
presented  to  the  Public  Utilities  Commission  several  days 
prior  to  the  hearing.  Certain  changes  in  text  were  sug¬ 
gested  by  the  Commission  and  were  adopted  by  the  parties, 
the  documents  presented  at  the  hearing  having  incorpo¬ 
rated  therein  the  changes  referred  to. 

“The  Commission  has  given  most  careful  consideration 
to  the  proposed  unification  agreement,  certificate  of  incor¬ 
poration,  and  power  contract,  and  the  transcript  of  the 
public  hearing  has  been  studied. 

“The  Commission  has  reached  the  following  conclu¬ 
sions  : 

“(a)  that  the  said  documents  are  in  form  and  sub¬ 
stance  in  accordance  with  the  act  of  Congress  known  as 
Public  Resolution  No.  47,  72d  Congress,  “Joint  Resolu¬ 
tion  to  Authorize  a  Merger  of  the  Street  Railway  Corpora¬ 
tions  Operating  in  the  District  of  Columbia,  and 
1146  for  other  purposes,”  approved  January  14,  1933, 
as  amended. 

“(b)  that  a  merger  of  the  two  street  railway  systems 
in  accordance  with  the  proposed  unification  agreement  will 
be  in  the  interest  of  the  public  and  the  owners  of  the  rail¬ 
way  properties. 

“(c)  that  the  terms  of  the  proposed  power  contract  are 
equitable  to  the  parties  concerned. 

“In  view  of  the  above,  the  Public  Utilities  Commission 
hereby  informs  you  that  upon  approval  of  the  proposed 
‘Definitive  Unification  Agreement’  by  the  stockholders  of 
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the  Capital  Traction  Company  and  the  Washington  Rail¬ 
way  and  Electric  Company,  as  required  by  law,  the  Com¬ 
mission  will  give  formal  approval  to  the  said  agreement. 
Similar  action  will  be  taken  at  the  proper  time  with  respect 
to  the  proposed  certificate  of  incorporation  and  the  pro¬ 
posed  power  contract.  It  will  be  understood  that  when  the 
said  ‘Definitive  Unification  Agreement  ’  receives  the  Com¬ 
mission’s  formal  approval,  this  will  approve  the  proposed 
capital  structure  of  the  Capital  Transit  Company,  the  origi¬ 
nal  issue  of  stock  for  ‘the  purpose  of  unification  and  in 
payment  for  the  properties  of  the  Capital  Company  and 
the  Washington  Company,’  and  the  assumption  of  the  ob¬ 
ligations  for  funded  debt  by  Capital  Transit  Company,  all 
as  set  forth  in  said  document. 

“For  the  information  of  your  stockholders,  the 
1147  proposed  indemnity  agreement  between  Washington 
Railway  and  Electric  Company  and  the  Capital 
Transit  Company,  filed  as  part  of  the  record  of  the  public 
hearing,  has  been  given  careful  consideration  by  the  Com¬ 
mission.  The  Commission  is  of  the  opinion  that  the  terms 
of  the  agreement  are  clear  and  no  changes  therein  are  sug¬ 
gested. 

“By  direction  of  the  Commission. 

Signed,  “James  L.  Martin,  Executive  Secretary.” 

By  Mr.  Await: 

Q.  Mr.  Heberle,  in  the  last  paragraph  you  stated  “has 
been  given  careful  consideration.”  A.  It  should  be  “given 
careful  study  by  the  Commission.”  I  am  sorry. 

Remember,  the  date  of  that  letter  was  September  21st. 
The  date  of  the  hearing  that  was  referred  to  was  Septem¬ 
ber  18th,  three  days  before.  The  date  of  the  joint  resolu¬ 
tion  was  back  in  January  of  the  same  year. 

It  was  on  September  26th,  following  the  assurances  con¬ 
tained  in  this  letter  of  September  21st,  that  the  stockholders 
of  the  Capital  Traction  Company,  by  resolution  adopted 
at  a  special  meeting,  gave  authority  to  its  officers  to  exe¬ 
cute  the  definitive  unification  agreement  and  other  instru¬ 
ments,  including  the  power  contract. 


364 


The  definitive  unification  agreement  was  signed  by  the 
parties  September  26,  1933,  and  the  power  contract 

1148  was  signed  on  September  29,  1933.  The  Commis¬ 
sion  issued  its  order  No.  1193,  approving  the  various 

merger  documents  and  the  power  contract  on  September 
28,  1933. 

Q.  Mr.  Heberle,  in  what  respects  did  the  power  contract 
that  you  have  been  discussing  between  the  Potomac  Elec¬ 
tric  Power  Company  and  Capital  Transit  Company  differ 
from  an  ordinary  contract  for  the  sale  of  power?  A.  It 
differed  in  several  important  respects.  The  contract  re¬ 
tained  for  the  Potomac  Electric  Power  Company  the  load 
which  had  formerly  been  furnished  to  the  Washington 
Railway  and  Electric  Company  for  its  own  power  uses, 
and  secured  a  higher  price  for  it.  Pepco  improved  its  load 
factor  by  adding  the  former  Traction  Company  current 
requirements,  and  this  was  a  desirable  point  that  was 
set  forth  in  the  fourth  paragraph  of  the  power  contract 
itself,  itself  introduced  as  an  exhibit  in  this  case. 

The  Capital  Transit  Company  furnished  a  substantial 
amount  of  property,  part  of  which  had  been  available  to 
and  used  by  the  Potomac  Electric  Power  for  years  under 
its  arrangement  for  supplying  power  to  the  Washington 
Railway,  and  a  part  of  which  became  available  for  the 
first  time  from  the  former  Capital  Traction.  This  prop¬ 
erty  included  substation  land,  buildings  and  equipment, 
cable  duct  lines  and  manholes,  and  also  included  rights-of- 
way,  that  is,  rights  in  certain  rights-of-way  that  were 
owned  by  the  Transit  Company  or  taken  over  from 

1149  the  predecessor  companies,  and  these  properties 
were  made  available  free  to  the  Power  Company  for 

any  use  it  could  make  of  these  properties.  The  Power 
Company  used  for  its  purposes  many  poles  owned  by  the 
Transit  Company  in  those  areas  where  overhead  wires  are 
permitted,  some  of  which  are  in  private  rights-of-way. 
And  there  has  been  some  reference  in  this  case  to  the  fact 
that  in  connection  with  those  poles  by  arrangement  a  long 
time,  brought  over  from  the  Washington  Railway  and 
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Electric  Company  to  Capital  Transit,  where  the  needs  of 
the  Power  Company  required  a  higher  pole,  that  the  addi¬ 
tional  height — that  part  of  the  cost  of  the  pole  represented 
by  the  additional  height — was  paid  for  by  the  Power  Com¬ 
pany. 

The  Power  Company  collects  from  the  District  of  Co¬ 
lumbia  an  annual  use  charge  for  certain  poles  owned  by 
the  Transit  Company,  on  which  are  mounted  street  lights, 
and  that  has  been  referred  to  at  other  times  in  this  case. 
The  Power  Company  retains  those  revenues. 

The  Transit  load  furnished  a  large  volume  of  sales  with 
little  billing  and  collection  costs.  I  would  say  no  collec¬ 
tion  costs  and  little  billing  costs. 

The  rate  had  a  sliding  scale  clause  attached  to  it,  by 
which  it  was  adjusted  to  meet  changes  in  the  price  of  coal 
when  occurring. 

Q.  What  was  the  rate  per  kilowatt  hour  provided 
1150  by  the  contract  at  the  time  of  the  merger  in  1933? 

A.  Approximately  5.93  mills. 

Q.  What  is  the  present  rate,  after  taking  into  considera¬ 
tion  the  coal  escalator  clause  which  you  have  referred  to? 
A.  During  the  six  months  ended  June  30,  1950,  for  the 
first  TY2  million  kilowatt  hours  per  month,  we  have  paid 
an  average  of  9.75  mills  for  the  current.  In  excess  of  TV2 
million  kilowatt  hours  per  month  we  paid  an  average  of 
11.9  mills.  The  average  for  the  six  months  has  been  9.91 
mills.  This  average  represents  an  increase  of  about  67 
percent  over  the  rate  when  first  approved  by  this  Com¬ 
mission. 

Q.  How  does  this  rate  and  the  change  in  rates  compare 
with  rates  for  commercial  sales  in  1933  and  at  present? 
A.  In  1933  the  rate  for  commercial  sales  was  2.24  cents, 
and  in  the  first  six  months  of  1950  this  rate  was  1.57  cents, 
or  a  decrease  of  about  30  percent. 

Q.  Mr.  Heberle,  you  have  stated  that  the  Capital  Tran¬ 
sit  power  contract  contains  an  escalator  clause  to  take 
care  of  changes  in  coal  prices.  Does  it  also  have  a  clause 
which  gives  Capital  Transit  Company  credit  for  increased 
efficiencies  in  production?  A.  It  does  not. 
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Q.  Have  you  made  a  calculation  showing  what  the  pres¬ 
ent  rate  per  kilowatt  hour  would  be  using  the  same 

1151  elements  of  cost  as  used  by  the  chief  accountant  in 
testing  the  adequacy  of  the  rate  in  1933,  by  taking 

into  consideration  the  costs  shown  by  Mr.  Main  in  Ex¬ 
hibit  31?  A.  Yes,  I  have  had  such  a  calculation  made.  In 
this  connection,  I  want  the  record  to  show  that  I  am  not 
accepting  Mr.  Main’s  exhibit  as  giving  correct  cost,  but  ap¬ 
plying  the  same  tests  as  applied  by  the  Commission  in 
1933,  and  using  corresponding  elements  from  Mr.  Main’s 
exhibit  No.  31,  my  calculation  shows  that  Capital  Transit 
Company  should  have  a  decrease  in  rates. 

Q.  Under  the  calculations  made  by  you,  what  would  Capi¬ 
tal  Transit  Company  be  paying  per  kilowatt  hour  for 
energy?  A.  Eight  point  seven  eight  mills. 

Q.  What  rate  are  you  presently  paying?  A.  The  ave¬ 
rage  for  the  first  six  months  of  1950  was  9.91  mills. 

Q.  What  does  this  excess  amount  that  you  have  paid 
to  the  Potomac  Electric  Power  Company  amount  to  in 
the  first  six  months  of  1950?  A.  This  excess  is  1.13  mills 
per  kilowatt  hour,  which  applied  to  the  48,545,793  kilo¬ 
watt  hours  used  by  Capital  Transit  during  that  six  months’ 
period  amounts  to  $54,856,  or  at  the  rate  of  about  $109,000 
per  annum. 

Q.  Do  you  have  an  exhibit  showing  the  basis  of 

1152  your  calculations?  A.  Yes. 

Q.  I  hand  you  a  document  headed  “Comparison 
of  Costs  per  Kilowatt  Hour  Derived  from  PEPCo  Ex¬ 
hibit  No.  31  in  Formal  Case  No.  402  With  Costs  per  Kilo¬ 
watt  Hour  Adopted  by  District  of  Columbia  Public  Utilities 
Commission  in  Formal  Case  No.  200,”  and  ask  you  if  that 
is  the  document  that  you  have  in  mind  and  have  prepared. 
A.  It  is. 

Mr.  Await:  May  I  ask,  Mr.  Chairman,  that  that  be 
marked  for  identification  as  Exhibit  No.  75. 

Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Company  Exhibit  No.  75  was  marked 
for  identification.) 
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By  Mr.  Await : 

Q.  Mr.  Heberle,  will  you  please  explain  this  exhibit.  A. 
The  figures  in  the  exhibit  are  set  up  in  two  columns,  the 
first  of  which  is  headed  “First  Six  Months  of  1950/ ’  and 
bears  the  Footnote  (a),  which  states  that  these  costs  are 
derived  from  Pepco  Exhibit  No.  31  in  Formal  Case  No. 
402,  which  is  the  instant  case.  The  second  column  of  fig¬ 
ures  is  headed  “Original  Cost  1933/ ’  with  the  Footnote 
(b),  and  that  footnote  shows  that  the  information  is  from 
the  testimony  of  Mr.  B.  M.  Bachman,  Chief  Accountant, 
Public  Utilities  Commission,  in  P.  U.  C.  Formal 

1153  Case  No.  200,  that  I  have  already  referred  to. 

Now,  I  have  shown  the  costs  here  with  respect  to 
the  first  six  months  of  1950  per  kilowatt  hour,  in  order  to 
compare  them,  show  them  on  the  same  basis  as  Mr.  Bach¬ 
man’s  figures,  and  for  that  purpose  I  have  used  the — as 
I  will  develop — the  total  costs  as  shown  by  Mr.  Main  in 
his  exhibit,  and  have  used  as  the  divisor  the  total  kilowatt 
hours  of  sales  in  the  amount  of  1,073,123,000  for  the  first 
six  months  of  1950. 

First  with  respect  to  the  line  “Cost  of  Generation.” 

In  Mr.  Main’s  Exhibit  No.  31,  Schedule  Roman  II,  Arabic 
5,  under  the  heading  of  “Fuel  and  Interchange  Power,” 
.  are  set  forth  fuel  in  the  amount  of  $4,898,756,  interchange 
power  in  the  amount  of  $127,235,  a  credit  for  other  expense 
amounting  to  $2,791,  and  an  item  entitled  “Firm  Peak” 
in  the  amount  of  $93,846. 

Under  the  heading  of  power  supply  there  is  an  item 
for  production  plant  operation  in  the  amount  of  $794,668. 
The  grand  total  of  these  items  is  $5,911,714,  and  this  total 
divided  by  the  total  kilowatt  hours  of  sales  that  I  have 
already  stated  gives  an  average  cost  of  5.50889  mills  per 
kilowatt  hour  as  the  cost  of  generation.  This  compares 
with  2.91545  mills  in  Mr.  Bachman’s  costs  shown  for  1933. 

The  next  item  under  the  exhibit  is  “Maintenance  of 
Production  Plant.”  Again  referring  to  Schedule 

1154  Roman  II,  Arabic  5  of  Mr.  Main’s  Exhibit  31,  under 
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“Power  Supply”  there  is  set  forth  production  plant  main¬ 
tenance  costs  for  the  six  months  in  the  amount  of 
$651,488.  Dividing  this  total  by  the  number  of  kilowatt 
hours  of  sales  produces  an  average  cost  per  kilowatt  hour 
of  .60710  mills,  and  this  is  the  second  amount  set  forth  in 
my  exhibit,  comparing  with  .30278  as  the  1933  cost. 

The  next  item  is  “Real  and  Property  Taxes”  in  the 
amount  of  .14216  for  1950.  Again  referring  to  Mr.  Main’s 
Schedule  Roman  II,  Arabic  1,  in  his  Exhibit  31,  he  show’s 
the  grand  total  for  electric  plant  near  the  bottom  of  the 
first  column  of  this  schedule  in  the  amount  of  $160,558,112. 
That  I  believe  is  the  investment  in  electric  plant.  Near 
the  top  of  the  exhibit,  in  the  third  column  of  figures,  there 
is  set  forth  the  amount  of  this  total  that  relates  to  produc¬ 
tion  plant  in  two  figures,  namely,  $779,535  and  $62,215,266, 
the  total  of  w’hich  is  $62,994,801. 

The  ratio  of  this  total  showm  for  production  plant  to 
the  total  for  all  plant  is  39.23  percent.  This  ratio  I  have 
applied  to  the  total  for  all  real  and  property  taxes,  set 
forth  in  line  12  page  1  of  Mr.  Main’s  Exhibit  31.  That 
is  $388,867,  and  this  gives  $152,553  as  the  amount  allocable 
to  production  plant  for  real  and  property  taxes,  using  the 
basis  of  Mr.  Main’s  exhibit.  This  amount  divided  by  the 
kilowatt  hours  of  sales  produces  the  figure  of  .14216 
1155  that  I  have  referred  to,  which  compares  with  .07188 
in  1933. 

The  next  item  of  cost  is  “Gross  Receipts  Tax  on  Reve¬ 
nue  from  Railway  Company,”  w’hich  I  have  set  forth  in  the 
amount  of  .32087  mill  per  kilowatt  hour,  based  on  cost  for 
the  first  six  months  of  1950. 

This  amount  w’as  derived  in  the  following  manner:  The 
total  amount  paid  Potomac  Electric  Power  Company  by 
Capital  Transit  Company  for  electric  current  during  the 
first  six  months  of  1950  wras  $481,093.  The  total  revenue 
of  Potomac  Electric  Powder  for  the  same  period  is  given 
on  line  21  of  page  1  of  Exhibit  31  in  the  amount  of  $18,- 
480,929.  The  ratio  of  the  amount  paid  by  Capital  Transit 
to  the  total  revenues  of  Pepco  is  2.6032  percent,  and  I 
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have  applied  this  percentage  to  the  total  shown  on  page 
1  of  Exhibit  31,  line  18,  of  Mr.  Main’s  exhibit,  namely, 
$598,367,  with  the  resulting  amount  of  $15,577  for  gross 
receipts  taxes  applicable  to  Capital  Transit  Company’s 
power  cost. 

This  amount  divided  by  the  number  of  kilowatt  hours 
of  sales  produces  a  cost  per  kilowatt  hour  for  this  tax  item 
of  .32087,  which  I  have  set  forth  on  the  exhibit,  comparing 
with  .10430  in  1933. 

The  next  item  is  “Depreciation  on  Production  Plant.” 
On  Schedule  Roman  II,  Arabic  6,  of  Mr.  Main ’s  Exhibit  31, 
there  is  set  forth  the  total  depreciation  accrual  of  Potomac 
Electric  Power  Company  for  the  first  six  months  of 
1156  1950  in  the  amount  of  this  accrual  allocated  to  pro¬ 
duction  plant.  I  have  accepted  this  allocation  in 
the  amount  of  $709,205,  and  when  divided  by  the  total  kilo¬ 
watt  hours  of  sales  for  the  six  months’  period,  this  pro¬ 
duces  an  average  per  kilowatt  hour  of  .66088  mill,  which 
compares  with  .35269  mill  in  1933. 

The  next  item  is  “Return  on  Investment  in  Production 
Plant,”  shown  in  the  amount  of  1.52219  mills.  You  will 
note  that  the  Footnote  (c)  says  that  the  return  on  invest¬ 
ment  has  been  computed  at  5 y2  percent  in  1950. 

For  the  development  of  this  item  I  used  Schedule  Roman 
II,  Arabic  1,  of  Mr.  Main’s  Exhibit  31,  where  the  amount 
of  investment  in  production  plant  is  shown  as  the  second 
and  third  items  reading  from  the  top.  These  two  items 
aggregate  $62,994,801.  To  this  amount  I  have  added 
amounts  given  on  the  schedule  near  the  bottom  for  mate¬ 
rials  and  supplies,  including  fuel,  $2,655,735,  and  generat¬ 
ing  station  supplies,  $840,238,  or  a  total  of  $3,495,973 
for  materials  and  supplies. 

Next  I  have  added  production  plant  construction,  work 
in  progress,  from  Schedule  Roman  II,  Arabic  2,  of  Exhibit 
31,  in  the  amount  of  $3,965,662.  From  this  grand  total  of 
$70,456,436  I  have  deducted  that  part  of  the  depreciation 
reserve  applicable  to  production  plant,  accepting  for  this 
purpose  the  amount  shown  on  Schedule  Roman  II,  Arabic 
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4,  of  Exhibit  31,  being  the  first  figure  at  the  top  of  that 
schedule,  in  the  amount  of  $11,056,505.  After  this 

1157  deduction  the  depreciated  rate  base  amounts  to  $59,- 
399,931,  to  which  I  have  applied  2 %  percent,  rep¬ 
resenting  a  six  months’  return  at  the  rate  of  oY>  percent 
per  annum.  The  amount  of  such  return  for  the  six  months 
is  $1,633,498,  which  I  have  divided  by  the  total  kilowatt 
hours  of  sales  for  the  six  months’  period,  which  produces 
an  average  rate  per  kilowatt  hour  of  1.52219,  which  I  have 
shown  in  the  exhibit,  and  this  compares  with  1.91379  in 
1933,  computed  at  the  7  percent  return  at  that  time. 

The  next  item  is  “Payroll  and  Unemployment  Taxes” 
in  the  amount  of  .01343  mill  per  kilowatt  hour.  For  this 
item  there  is  no  counterpart  in  the  1933  costs,  but  I  have 
included  it  here  as  representing  a  tax  subsequently  im¬ 
posed,  applying  to  it  elements  of  cost  used  in  the  1933 
tests.  I  have  arrived  at  this  amount  in  the  following  man¬ 
ner  : 

I  have  related  the  total  of  the  amount  for  production 
plant  operation  and  maintenance  shown  on  Schedule 
Roman  II,  Arabic  5,  of  Exhibit  31,  namely,  $794,668,  plus 
$651,488,  or  a  total  of  $1,446,156,  to  the  total  for  operating 
expenses  exclusive  of  fuel  and  interchange  power  shown 
on  line  10  of  page  1  of  Exhibit  31;  namely,  $5,403,072,  and 
find  this  ratio  to  be  26.77  percent. 

I  have  accepted  this  as  the  proper  percentage  to  apply 
to  the  total  amounts  shown  on  line  13  of  page  1  of  Exhibit 
31  for  payroll  and  unemployment  taxes  to  determine 

1158  the  amount  of  such  taxes  applying  to  production 
plant  operation  and  maintenance.  The  amount  so 

determined  is  $14,413,  which  I  divided  by  the  total  kilowatt 
hours  of  sales,  which  amounts  to  .01343  mill  per  kilowatt 
hour. 

The  total  of  these  items  of  cost,  including  return,  is 
8.77552  mills  per  kilowatt  hour,  which  for  convenience  I 
have  called  8.78  mills. 

For  the  first  six  months  of  1950,  Capital  Transit  Com¬ 
pany  used  a  total  of  48,545,793  kilowatt  hours,  for  which 
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$481,092.66  was  paid  to  the  Potomac  Electric  Power  Com¬ 
pany.  This  represents  an  average  cost  per  kilowatt  hour 
of  9.91  mills,  or  1.13  mills  greater  than  the  amount  I  have 
developed  in  this  exhibit.  It  is  for  these  reasons  that  I 
state  that  instead  of  an  increase  in  the  amount  which  Capi¬ 
tal  Transit  Company  pays  to  Potomac  Electric  Power  Com¬ 
pany  for  its  power,  -we  are  entitled  to  a  decrease  of  the 
order  of  $100,000  per  year. 

Q.  Mr.  Heberle,  as  I  understand  your  testimony,  you  are 
stating  to  the  Commission  that  for  the  Commission  to  exer¬ 
cise  its  right  to  change  the  rate  for  energy  in  the  power 
contract,  Exhibit  41,  the  Commission  must  change  that 
rate  within  the  framework  of  the  contract  and  of  the  mer¬ 
ger,  giving  full  weight  to  all  of  the  considerations  and  con¬ 
ditions  involved  in  the  merger,  using  the  same  standards 
of  testing  the  rate  as  were  adopted  by  the  Commission  when 
the  contract  and  rate  were  approved  in  1933?  A. 
1159  That  is  correct. 

Q.  Mr.  Heberle,  up  until  the  present  do  you  know 
of  any  occasion  wThere  the  Commission  has  gone  outside 
of  the  framework  of  the  power  agreement  and  the  merger? 
A.  I  know  of  none. 

Q.  The  only  change,  is  it  not  true,  that  was  made  was 
in  May  29,  1942,  as  shown  by  Exhibit  41A,  and  that  was 
as  a  result  of  a  joint  letter  addressed  to  the  Public  Utilities 
Commission  by  the  Potomac  Electric  Power  Company  and 
Capital  Transit  Company?  A.  Correct;  but  that  change 
w’as  made  directly  under  the  provisions  of  the  power  con¬ 
tract  as  originally  written. 

Q.  There  was  no  separate  consideration  of  the  rates 
of  everybody  taking  power  from  the  Potomac  Electric 
Power  Company,  was  there?  A.  I  know  of  no  such  con¬ 
sideration. 

•  •••••**•• 

1162  Q.  Did  you  hear  Mr.  McElfresh  testify,  page  917 
of  the  record,  where  he  was  commenting  on  the  ques¬ 
tion  of  increases  to  Capital  Transit  Company,  and  he  said, 
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page  917,  lines  10-15:  “I  think  this  approach  is  consistent 
with  the  past  policy  of  this  Commission,  as  evidenced  by 
the  fact  that  since  1933  no  portion  of  the  substantial,  and 
until  1948  almost  annual  rate  reductions,  were  assigned  to 
street  railway  service,  and  in  only  one  or  two  cases  was 
any  portion  of  the  reductions  assigned  to  street  lighting 
service.  ’  ’ 

So  far  as  you  know,  Capital  Transit  has  never  received 
any  reduction  as  a  result  of  any  rate  case  involving  Poto¬ 
mac  Electric  Power  Company  rates,  has  it?  A.  It  has  not. 

•  ••••••*•• 

1163  Cross-examination 

By  Mr.  Kirby: 

Q.  In  Item  1,  Cost  of  Generation,  what  consideration 
did  you  give  in  that  to  income  tax  ?  A.  In  that  figure,  none. 

Q.  Does  the  same  apply  to  all  other  costs  on  that  page? 
A.  It  does,  but  that  doesn’t  necessarily  mean  that  no  con¬ 
sideration  was  given  to  income  tax  in  the  arrangement 
for  power  between  the  two  companies. 

Q.  In  your  first  column,  did  you  give  any  consideration 
to  income  tax  that  Pepco  will  have  to  pay  during  1950? 
A.  There  is  no  such  consideration  given  in  any  of  those 
figures,  but  I  repeat  that  that  does  not  mean  that  considera¬ 
tion  is  not  given  to  that  and  all  other  costs  in  the  power 
arrangement  between  the  parties. 

•  ••••••••• 

1211  James  K.  Macintosh  resumed  the  stand  and  testi¬ 
fied  further  as  follows: 

Cross-examination 

By  Mr.  Harrison : 

•  ••••••••• 

1213  Q.  Did  you  hear  Mr.  Main  testify  that  in  his  opin¬ 
ion  the  rate  schedules  prescribed  in  the  1948  rate  case 
were  equitable  and  in  balance  in  the  revenues  among  the 
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various  classes  of  services?  A.  Yes,  and  I  also  heard  Mr. 
Black  testify  in  1948  that  the  rates  were  not  only  equitable 
between  classes  but  between  rate  schedules. 

Q.  And  you  have  also  testified  to  that  effect,  that  you 
presumed  that  was  the  case  in  this  proceeding.  A.  That 
is  correct. 

•  #*••••••• 

1224  Q.  Now,  referring  again,  Mr.  Macintosh,  to  your 
Exhibit  48,  that  is  intended  to  demonstrate,  is  it 

not,  the  effect  of  distributing  the  increase  in  revenue  which 
the  company  has  determined  to  be  applicable  to  rate  sched¬ 
ule  customers  in  proportion  to  the  revenue  derived  from 
such  customers  at  the  present  rate.  A.  Yes,  sir. 

Q.  You  also  expressed  an  opinion  that  there  is  a  more 
equitable  method  of  distributing  the  increase  than  the 
kilowatt-hour  method  used  by  the  company — that  this  is 
a  more  equitable  method.  A.  Yes. 

Q.  Is  it  not  true,  then,  that  this  opinion  also  stems  from 
vour  belief  that  the  existing  rates  are  in  reasonable  rela¬ 
tionship  and  balance  within  and  between  the  various  rate 
schedules?  A.  That  is  correct. 

Q.  If  your  opinion  as  to  the  reasonable  relationship  of 
the  existing  rate  schedules  is  correct,  it  would  fol- 

1225  low,  would  it  not,  as  a  general  proposition,  that  a 
distribution  of  the  requested  increase,  or,  in  fact, 

any  increase  that  might  be  found  necessary  by  the  Commis¬ 
sion  proportional  to  revenue  derived  from  present  rates, 
would  not  only  distribute  any  revenue  increase  fairly  and 
equitably  among  the  various  rate  schedules,  but  also  among 
the  different  jurisdictions  served  by  the  company.  A.  Yes, 
I  think  that  would  be  true. 

Q.  If  that  is  so,  Mr.  Macintosh,  in  view  of  your  experi¬ 
ence  and  qualifications  as  a  rate  engineer,  would  you  agree 
as  a  practical  proposition  that  under  the  conditions  just 
described,  it  would  be  unnecessary  to  make  a  detailed  allo¬ 
cation  of  costs  by  jurisdictions  in  order  to  determine  for 
the  District  of  Columbia  the  proper  proportion  of  any  in¬ 
crease  found  to  be  necessary  for  the  system  as  a  whole? 
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(The  reporter  read  the  pending  question.) 

A.  Yes,  I  would  agree  to  that.  From  a  practical  rate 
engineering  standpoint,  a  rate  structure  should  consist 
of  a  coordinated  rate  schedule  pattern  which  would  be 
simple  to  administer,  be  understood  by  the  customers  and 
which  would  reduce  billing  and  metering  expenses  and 
promote  company  and  customer  relationships. 

Q.  I  believe  you  stated  in  your  direct  testimony  that 
one  of  the  functions  of  the  Public  Utilities  Branch  of  the 
General  Supply  Service  of  the  General  Services 

1226  Administration,  with  which  you  are  connected,  is  to 
see  that  the  Government  gets  its  utility  service  at 

the  lowest  reasonable  price,  is  that  correct?  A.  Yes,  that 
is  correct. 

Q.  In  the  achievement  of  that  objective,  Mr.  Macintosh, 
I  want  to  ask  your  opinion  as  a  technical  expert  on  utility 
rates,  whether  you  believe  that  the  cost  to  the  Government 
of  electric  service  furnished  by  Potomac  Electric  Power 
Company  can  be  more  correctly  determined  on  the  basis 
of  the  over-all  revenue  needs  of  the  company  than  by  a 
determination  premised  upon  a  jurisdictional  allocation 
of  the  costs  incurred  by  Pepco  in  furnishing  that  service. 
Now,  in  making  your  answer,  I  should  like  for  you  to  as¬ 
sume  that  each  of  the  three  regulatory  bodies  charged  with 
the  duty  of  fixing  reasonable  rates  in  their  respective 
jurisdictions  has  access  to  the  record  made  in  this  proceed¬ 
ing,  and  that  the  apportionment  of  any  increase  in  rates 
found  necessary  is  premised  upon  an  over-all  yardstick, 
such  as  the  revenue  basis  suggested  by  you,  or  possibly 
some  other  reasonable  basis,  to  the  end  that  the  increases 
separately  approved  by  each  of  the  three  regulatory  bodies 
would  aggregate  the  amount  of  the  increase  determined 
to  be  necessary  for  the  company  as  a  whole. 

Mr.  Await:  Mr.  Chairman,  I  object.  In  the  first  place, 
it  is  assuming  a  legal  premise  which  I  don’t  believe 

1227  this  witness  is  qualified  to  answer.  Secondly,  while 
I  believe  that  Mr.  Harrison  should  have  a  lot  of  lati¬ 
tude  in  his  questioning,  I  don ’t  know  any  part  of  the  direct 
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testimony  of  Mr.  Macintosh  that  he  is  referring  to  here 
at  all.  Now,  what  he  is  trying  to  do  is  to  get  in  some  direct 
evidence  by  this  witness  on  cross-examination.  That  is 
not  proper  cross-examination. 

Mr.  Harrison:  Well,  now,  I  think  that  statement  is  not 
borne  out  by  the  record,  if  the  Commission  please.  As  I 
have  read  Mr.  Macintosh’s  exhibits,  they  are  based  upon  a 
system  study  and  not  by  jurisdiction,  and  in  order  to 
fortify  myself  in  that  position  I  am  asking  Mr.  Macintosh, 
is  your  study  based  upon  the  system  operation  or  is  it  by 
geographic  operation? 

The  Witness:  It  is  based  upon  the  company  system  op¬ 
eration. 

Mr.  Harrison :  I  submit  my  question  is  perfectly  proper. 

Mr.  Await:  How  about  the  legal  premise,  Mr.  Harrison? 

Chairman  Flanagan :  Can  you  answer  that  question  with¬ 
out  undue  regard  to  the  assumptions  which  Mr.  Harrison 
has  enumerated? 

(The  reporter  read  the  pending  question.) 

Chairman  Flanagan:  You  may  answer  that  question. 

The  Witness:  In  my  opinion,  from  a  rate  engineering 
standpoint,  any  rate  increase  for  rate  schedule  cus- 
1228  tomers  found  necessary  for  the  Potomac  Electric 
Light  and  Power  Company  as  an  integrated  system, 
if  allocated  to  rate  schedule  customers  in  the  District  of 
Columbia,  Maryland  and  Virginia  on  a  demand  basis  or, 
in  the  alternative,  on  a  revenue  basis  as  I  have  suggested, 
would  result  in  equity  to  all  customers,  including  the  Gov¬ 
ernment.  It  is  my  further  opinion  that  no  other  method 
or  allocation  would  result  in  such  equity  based  upon  the 
record  in  this  proceeding. 

Mr.  Await:  Mr.  Chairman,  I  move  to  strike  that  portion 
of  the  answer  which  refers  to  other  customers  outside  of 
the  Government.  The  question  is  directed  as  to  the  Gov¬ 
ernment  rate. 

Mr.  Harrison :  I  will  waive  that  for  a  moment. 
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By  Mr.  Harrison: 

Q.  Mr.  Macintosh,  do  you  believe  that  such  a  method 
would  be  as  fair  to  other  customers  as  it  would  be  to  the 
United  States  Government?  A.  In  my  opinion,  I  believe 
it  would. 

Mr.  Harrison:  Now,  I  submit  that  that  answer  is  per¬ 
fectly  fair  and  sound  from  the  basis  of  the  question  pro¬ 
pounded  to  the  witness.  And  this  is  an  expert  witness — 
it  is  not  just  a  technical  question. 

Chairman  Flanagan :  Does  your  objection  stand  ? 

Mr.  Await :  Oh,  yes,  Mr.  Chairman. 

Chairman  Flanagan :  The  objection  is  overruled. 
*•***••••• 

1231  Q.  Now%  have  you  made  any  determination  of  the 
costs  of  Pepco  as  between  the  jurisdictions — that  is, 
Maryland,  the  District  of  Columbia  and  Virginia?  A.  No, 
sir. 

Q.  In  other  words,  you  don’t  know  whether  it  costs  less 
in  the  District  of  Columbia  per  unit  or  more  in  the  District 
of  Columbia  per  unit  than  it  does  in  Maryland,  is  that  cor¬ 
rect?  A.  That  is  correct.  I  am  premising  my  whole  testi¬ 
mony  on  the  fact  that  existing  schedules  have  been  found 
to  be  fair  and  reasonable  and  in  relationship  and  in  bal¬ 
ance  by  the  various  regulatory  bodies  that  are  concerned. 

Q.  Do  you  know  whether  or  not  in  the  1948  rate  case 
anyone  determined  the  costs  of  Pepco  as  between  the 
jurisdictions?  A.  I  don’t  know.  I  know  the  Commissions 
made  a  determination. 

Q.  That  is,  they  made  a  determination  of  the  rate  sched¬ 
ules.  A.  That  is  correct. 

•  ••••••••• 

1234  Q.  In  your  direct  testimony  and  your  Exhibit  47, 
you  discussed  at  length  the  various  typical  bills 
which  would  either  receive  decreases  under  the  proposed 
new  rates  or  would  remain  unchanged.  Assuming  the  cor¬ 
rectness  of  the  data  set  forth  in  your  Exhibit  47,  if,  as  a 
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matter  of  fact,  such  decreases  and  non-increases  are  neces¬ 
sary  in  order  to  create  greater  equity  among  the  company’s 
customers,  do  I  understand  that  you  would  nevertheless 
urge  that  they  should  not  he  made  in  a  case  such  as  this? 
A.  Mr.  Reilly,  there  is  nothing  in  this  record  which  would 
indicate  that  these  schedules  have  to  be  adjusted  to  pro¬ 
vide  for  greater  equity.  Mr.  Main,  in  his  testimony,  said 
that  the  load  factors  have  not  changed  and  that  the  rate 
schedules  must  be  assumed  to  be  in  balance.  I  followed 
his  assumption.  There  is  nothing  in  this  record  which 
w'ould  indicate  that  the  relationships  as  now  exist  must 
be  changed  to  reflect  present-day  conditions,  if  present- 
day  conditions  differ  from  ’48  conditions. 

1246  David  A.  Kosh  resumed  the  stand  and  testified  fur¬ 
ther  as  follows: 

Cross-examination 

By  Mr.  Harrison : 

Q.  Mr.  Kosh,  on  page  1059  of  the  transcript,  lines  2  to 
9,  inclusive,  in  referring  to  the  operation  of  the  Modified 
Sliding  Scale  Plan,  you  stated,  and  I  quote : 

“If  in  fact  the  deferred  credit  account  is  wiped  out  by 
1951,  true,  the  Company  will  keep  only  50  percent  of  the 
excess,  but  the  other  half  will  not  be  refunded  to  customers, 
but  under  the  modification  made  by  this  Commission  in 
Order  No.  3606,  issued  December  9,  1949,  the  other  50 
percent  will  go  into  the  deferred  credit  account  and  cus¬ 
tomers  may  never  recover  funds  in  the  deferred 

1247  credit  account.  The  only  party  that  ever  draws  on 
that  account  is  Pepco.” 

Again,  on  page  1060,  you  stated  on  lines  22  and  23,  quot¬ 
ing:  “consumers  cannot  under  the  sliding  scale  ever  re¬ 
cover  even  their  contribution  to  the  deferred  credit  ac¬ 
count.  ’  ’ 

Now,  Mr.  Kosh,  I  want  to  ask  you  if  the  latter  statement, 
as  well  as  the  statement  “The  only  party  that  ever  draws 
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on  that  account  is  Pepco,”  should  not  he  qualified  to  some 
extent  by  reason  of  the  fact  that  Section  7  of  the  Modified 
Sliding  Scale  Plan  provides  for  refunds  from  the  deferred 
credit  account  when  the  balance  therein  exceeds  5  percent 
of  operating  revenues  on  an  annual  basis.  A.  Yes.  I  was 
talking  to  the  facts  as  they  exist  now,  with  the  reserve  of 
less  than  3  percent. 

Q.  It  is  true,  is  it  not,  that  Order  No.  3606,  to  which 
you  referred,  did  not  modify  the  provisions  of  Section  7 
of  the  Modified  Sloding  Scale  Plan?  A.  Not  as  I  remem¬ 
ber. 

Q.  You  did  not  mean  to  infer,  then,  did  you,  that  Order 
3606  prohibited  customer  refunds?  A.  No.  It  only  limited 
them  under  certain  conditions. 

Q.  It  is  a  fact,  then,  is  it  not,  Mr.  Kosh,  that  Order  3606 
did  not  eliminate  the  customer  refund  but  only  changed  the 
amount  to  be  retained  in  the  deferred  credit  ac- 
1248  count  before  refunds  could  be  made  from  excess 
earnings  during  any  given  year  from  10  percent  of 
the  September  revenues  to  3  percent  of  the  annual  reve¬ 
nues?  A.  I  think  that’s  right. 

Q.  On  page  1059  of  the  transcript,  Mr.  Kosh,  on  lines 
18  to  25,  inclusive,  you  recommend  in  effect  that  if  the  Com¬ 
mission  should  allow  the  increase  of  two  and  one-half 
million  dollars  recommended  by  Mr.  McElfresh  there 
should  be  a  provision  that  all  earnings  in  excess  of  that 
basic  return  should  go  into  the  deferred  credit  account. 
By  that  statement  are  you  proposing  a  modification  of  the 
Modified  Sliding  Scale  Plan?  A.  No,  I  am  not  recommend¬ 
ing  any  modification  in  the  Sliding  Scale.  I  am  merely 
suggesting  that  if  the  Commission  acts  to  deliberately  in¬ 
crease  rates  so  that  the  estimated  earnings  will  be  above 
5y2  percent,  or  estimates  rates  which  may  result  in  earn¬ 
ings  above  percent,  it  should  couple  them  with  that  kind 
of  a  proviso. 

Q.  If  that  were  done,  that  would  constitute  an  exception 
in  such  an  order  from  the  provision  of  the  Modified  Plan, 
wTould  it  not?  A.  For  the  purpose  of  this  particular  in- 
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crease,  it  would  probably  act  as  a  modification,  that’s  cor¬ 
rect. 

Q.  Would  not  such  a  suggestion,  Mr.  Kosh,  have  the 
effect  of  eliminating  from  the  Modified  Sliding  Scale 

1249  Plan  the  incentive  feature  of  economical  operation? 
A.  No,  I  don’t  believe  so.  As  I  understand  that  3 

percent  figure  in  the  sliding  scale,  that  was  probably  con¬ 
sidered  to  be  a  minimum  level  which  the  reserve  should 
have  in  order  to  assure  the  operation  of  the  sliding  scale 
effectively.  If  that  be  so,  then  an  increase  wThich  might  or 
would  deliberately  result  in  more  than  a  5Yo  percent  rate 
of  return  might  very  well,  in  my  opinion,  be  used  to  bolster 
up  that  contingent  reserve  if  it  got  below  that  3  percent 
level. 

Q.  If  in  the  order  to  be  issued  out  of  this  proceeding 
there  should  be  in  effect  a  plan  which  would  limit  the  Com¬ 
pany  to  the  bare  basic  rate  of  5 Y>  percent,  wouldn’t  that 
have  the  effect  of  eliminating  the  economical  operation 
feature  of  the  Modified  Sliding  Scale  Plan  that  now  is 
found  in  that  plan?  A.  I  am  not  suggesting  that  that  be 
made  a  general  provision,  that  the  Company  not  partici¬ 
pate  in  excess  earnings  above  5^2  percent.  It  is  only  under 
the  two  conditions  I  mentioned,  one,  when  rates  are  being 
increased  and  the  question  is  whether  to  increase  them 
up  to  the  percent  level  or  above,  and  I  say  if  they 
are  going  to  be  increased  above,  to  an  earnings  level  above 
the  5 y±  percent;  and,  two,  if  the  reserve  at  that  time  is 
less  than  3  percent,  then  that  modification  should  go  in, 
but  at  all  other  times  I  am  not  suggesting — I  am 

1250  agreeing  that  half  of  the  excess  earnings  be  turned 
over  to  the  Company. 

Chairman  Flanagan:  Just  to  clarify  it  in  my  mind,  am 
I  correct  in  understanding  you  to  say  this:  that  if  the 
Commission  approves  the  increase  in  rates,  which  under 
the  calculations  made  in  this  record  would  provide  a  52/> 
percent  return,  and  then  if  the  Company  through  the  op¬ 
eration  of  its  business  does  earn  in  excess  of  51/*  percent, 
you  are  not  suggesting  any  different  treatment  of  that  ex- 
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cess  than  is  provided  in  the  sliding  scale  plan  itself ;  is  that 
correct? 

The  Witness :  Do  I  understand  you  to  say  that  the  Com¬ 
mission  would  then  estimate  what  is  required  to  give  a 
514  percent  return? 

Chairman  Flanagan:  That’s  right. 

The  Witness :  Then  the  answer  is  yes. 

Chairman  Flanagan:  But  if  the  Commission  adopts  Mr. 
McElfresh’s  recommendation  that  an  increase  of  $2,500,000 
be  provided,  then  some  specific  provision  should  be  entered 
in  the  order  with  respect  to  the  amount  in  excess  of  a 
percent  calculated  return? 

The  Witness:  That  is  correct. 

By  Mr.  Harrison: 

Q.  Mr.  Kosh,  generally  in  your  testimony  in  this  pro¬ 
ceeding  you  have  been  dealing  with  the  operation  of  Pepco 
as  a  whole  and  not  as  just  in  the  District  of  Colum- 
1251  bia?  A.  That’s  correct. 

Q.  Page  2  of  Exhibit  50,  which  is  a  statement  of 
your  experience  and  qualifications,  Mr.  Kosh,  states  that 
the  duties  of  the  Public  Utilities  Branch,  of  which  you  are 
chief,  are  to  take  all  necessary  steps  in  order  that  the 
Government  receive  its  utility  service  at  the  minimum 
reasonable  cost.  I  take  it  that  you  are  concerned  in  seeing 
that  the  rates  charged  to  the  Government  by  Pepco  for 
electric  services  are  reasonable  in  Maryland,  Virginia,  as 
well  as  the  District  of  Columbia ;  is  that  correct?  A.  That’s 
correct. 

Q.  In  the  achievement  of  that  objective,  Mr.  Kosh,  I 
want  to  ask  your  opinion  as  a  technical  expert  on  utility 
rates  whether  you  believe  that  the  cost  of  electric  service 
furnished  to  the  Government  by  Potomac  Electric  Power 
Company  can  be  more  correctly  determined  on  the  basis 
of  the  overall  revenue  need  to  the  Company  than  by  a  de¬ 
termination  premised  upon  a  jurisdictional  allocation  of 
cost. 
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Mr.  Await:  I  object. 

Q.  (continuing)  Before  you  answer,  I  should  like 
for  you  to  consider  in  making  your  answer  these  assump¬ 
tions:  that  each  of  the  three  regulatory  bodies  charged 
with  the  duty  of  fixing  the  reasonable  rates  in  their  respec¬ 
tive  jurisdictions  has  access  to  the  record  made  in  this 
proceeding  and  any  further  investigation  each  may  find 
necessary,  and  that  the  apportionment  of  any  in- 

1252  crease  in  rates  found  necessary  is  premised  upon  an 
overall  yardstick,  such  as  the  revenue  basis  sug¬ 
gested  by  Mr.  Macintosh  or  possibly  some  other  reasonable 
basis,  to  the  end  that  the  increases  separately  approved 
by  each  of  the  three  regulatory  bodies  would  aggregate 
the  amount  of  increase  determined  to  be  necessary  for  the 
Company  as  a  whole.  Those  are  the  assumptions.  I  don’t 
know  whether  you  remember  my  question.  A.  I  heard  them 
before. 

Mr.  Await:  I  would  like  to  object,  Mr.  Chairman.  I 
object  because  that  is  entirely  without  the  scope  of  the 
direct.  This  witness  on  direct  testified  merely  as  to  the 
cost  of  money  and  rate  of  return.  Secondly,  the  use  of 
the  word  “cost”  in  Mr.  Harrison’s  question,  as  I  under¬ 
stand  it,  refers  to  other  costs  than  cost  of  money  or  cost 
of  capital.  The  same  objection  I  had  before.  He  is  asking 
him  to  assume  certain  legal  principles  and  premises. 

Mr.  Reilly:  This  witness  did  testify  with  respect  to  the 
cost  of  service  study  at  great  length  that  Mr.  Main  intro¬ 
duced. 

Mr.  Harrison :  Of  course,  my  question  was  the  cost  of  elec¬ 
tric  service  to  the  Government  furnished  by  Pepco,  so  I 
don’t  think  that  word  “cost”  would  be  misunderstood  by 
the  witness.  If  the  witness  has  any  doubt  about  what  I 
mean  by  that  term,  I  will  further  elaborate. 

Chairman  Flanagan :  Mr.  Kosh  in  his  qualifications 

1253  states  that  he  is  Chief  of  the  Public  Utilities  Branch, 
of  which  Mr.  Macintosh  is  a  member.  The  Com¬ 
mission  will  overrule  the  objection  for  the  same  reason 
that  it  permitted  Mr.  Macintosh  to  make  his  answer. 
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Mr.  Await:  What  is  that  reason,  Mr.  Chairman? 

Chairman  Flanagan:  This  has  been  a  very  troublesome 
problem  for  this  Commission,  and  we  welcome  the  ideas  of 
qualified  persons,  with  the  thought  that  some  of  those 
may  be  of  assistance.  It  doesn’t  necessarily  mean,  of 
course,  that  a  reply  is  governing  nor  will  control  the 
Commission,  but  I  am  frank  to  admit  that  the  entire  prob¬ 
lem  is  one  that  has  given  us  a  great  deal  of  trouble.  And 
I  repeat,  if  we  can  get  opinions  from  experts  one  way  or 
the  other,  we  are  desirous  of  having  them  in  the  record  for 
our  consideration. 

Mr.  Await:  The  question  of  proper  cross-examination 
is  something  the  Commission  is  going  outside  of. 

Chairman  Flanagan:  It  is  permitted  in  the  record  for 
whatever  value  it  might  have  to  this  Commission. 

Mr.  Harrison:  May  I  point  out  that  the  Commission  is 
not  required  to  give  reasons  for  its  ruling  on  a  motion  to 
strike  or  to  an  objection  to  evidence,  and  it  is  not  bound 
in  making  that  ruling  by  such  statements  as  are  made  at 
this  time  if  any  good  reason  exists  why  it  should  be  denied. 

Chairman  Flanagan:  You  have  warned  me  against  that 
in  the  past,  counsel,  but  I  still  like  to  explain  once 
1254  in  a  while  why  we  make  our  rulings. 

Mr.  Harrison:  Mr.  Kosh,  do  you  remember  the 
question? 

The  Witness:  If  you  will  just  read  the  question  part. 
I  remember  the  assumptions  part. 

(The  reporter  read  the  portion  of  the  pending  question 
referred  to  by  the  witness.) 

The  Witness :  The  former.  An  overall  basis. 

By  Mr.  Harrison: 

Q.  Now,  Mr.  Kosh,  I  am  not  sure  that  you  testified  to 
this,  but  Mr.  Macintosh,  who  is  one  of  the  members  of  your 
staff,  did  testify  that  he  is  interested  in  rates  to  be  charged 
to  the  Government  in  Maryland,  Virginia,  and  the  District 
of  Columbia,  and  I  believe  it  is  shown  in  this  record  that 
the  Government  is  a  user  of  service  in  the  three  jurisdic- 
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tions.  Would  the  answer  you  have  just  given  to  me  be  the 
same  if  the  Government  took  service  only  in  the  District 
of  Columbia?  A.  I  think  as  a  matter  of  principle  the  an¬ 
swer  would  have  been  the  same. 

Q.  Upon  the  question  of  principle,  and  the  administra¬ 
tive  difficulty  in  making  geographical  allocations,  would 
you  elaborate  a  little  bit  upon  that  point?  Do  you  know  of 
any  administrative  or  practical  difficulties  or  inequities  in 
a  geographical  allocation  that  probably  vrould  not  be  found 
in  the  basis  that  you  and  Mr.  Macintosh  have  sug- 

1255  gested  here?  A.  If  you  will  take  out  the  word  “ in¬ 
equities.’  ’ 

Q.  I  will  take  out  the  word.  A.  I  would  like  to  limit 
myself  to  practical  difficulties.  In  making  any  kind  of  an 
analysis  of  rates,  especially  if  you  get  into  cost  analysis, 
there  are  certain  minimum  assumptions  you  have  to  make. 
Beyond  those  minimum  assumptions  necessary  for  correct 
answers,  the  fewer  additional  assumptions,  the  fewer  addi¬ 
tional  allocations  you  make  I  think  the  better  off  you  are 
technically. 

Q.  And  in  making  those  assumptions,  Mr.  Kosh,  is  there 
any  way  that  you  know  as  a  technical  expert  to  measure 
those  things  precisely,  or  are  they  assumptions,  as  you  say, 
based  upon  the  judgment  of  those  who  are  trying  the  facts? 
A.  They  are  broad  assumptions. 

Q.  Is  there  any  assurance  in  an  allocation  made  by 
three  separate  jurisdictions  that  each  separate  regulatory 
body  would  embrace  the  same  assumptions  and  reach  the 
same  conclusions  from  those  assumptions  as  the  other 
regulatory  bodies  having  jurisdiction?  A.  I  don’t  see 
how  you  could  make  that  assumption.  You  can’t  tell  one 
way  or  the  other. 

#**•###*•• 

1256  Q.  Mr.  Kosh,  what  in  your  opinion  is  the  prob¬ 
ability  of  three  separate  regulatory  bodies  arriving 
at  the  same  assumptions  in  making  allocation  costs  in 

1257  property  covering  three  separate  jurisdictions? 


384 


Mr.  Await:  Same  objection. 

Commissioner  Spencer:  Mr.  Kosh,  in  your  experience 
have  you  run  across  a  situation  of  that  sort? 

The  Witness:  Conflicting  jurisdictions  or  two  jurisdic¬ 
tions  controlling? 

Commissioner  Spencer:  Or  three. 

The  Witness:  Yes,  I  have. 

Commissioner  Spencer :  A  geographical  allocation  of 
this  type? 

The  Witness :  I  believe  so.  I  have  in  mind  the  situation 
with  respect  to  telephone  rates. 

Commissioner  Spencer :  Telephone  rates  where  it  is 
largely  trunkline  service  is  somewhat  different  from  a 
power  company,  wherein  you  may  have  continual  inter¬ 
lacing,  crossing  of  any  geographical  borderline. 

The  Witness:  Well,  there  are  two  jurisdiction  problems 
with  respect  to  telephone  rates.  One  is  where  you  have  a 
company  that  serves  in  more  than  one  state.  You  have 
two  state  commissions  with  jurisdiction  over  local  rates. 
And  then  superimposed  on  that  you  have  the  one  you  men¬ 
tioned,  long  distance,  which  is  interstate  communication. 
And  it  is  a  difficult  problem.  The  allocation  is  a  difficult 
problem. 

Chairman  Flanagan :  The  objection  is  sustained. 

By  Mr.  Harrison: 

1258  Q.  Mr.  Kosh,  you  have  testified  in  a  great  many 
jurisdictions  of  the  United  States,  have  you  not,  in 
regard  to  electric  and  telephone  rates?  A.  I  have  in  sev¬ 
eral. 

Q.  And  do  you  know  of  any  electric  company  that  op¬ 
erates  in  more  than  one  states  that  keeps  a  segregation  on 
its  books  by  geographic  areas?  A.  I  don’t  think  I  could 
answer  that  one  way  or  another.  I  don’t  know  of  any.  Let 
me  answer  it  that  way.  I  don’t  know  of  any.  I  don’t  mean 
to  imply  by  that  that  none  of  them  do. 

Q.  Have  there  been  in  the  electric  cases  in  which  you 
have  testified  situations  where  the  electric  utility  operated 
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m  more  than  one  jurisdiction?  A.  Cases  in  which  I  di¬ 
rectly  testified?  I  don’t  believe  so.  Not  with  respect  to 
electric  cases,  Mr.  Harrison. 

Q.  Whether  or  not  you  have  testified  in  such  cases,  do 
you  know  of  any  electric  case  in  which  the  company  has 
segregated  its  operations  between  jurisdictions?  A.  Is 
that  the  same  question  as  before?  What  do  you  mean  by 
“segregated  its  operations  on  the  books”? 

Q.  On  the  books,  yes.  A.  The  same  answer  as  before. 
I  don’t  know  if  they  have  or  have  not. 

Q.  Do  you  know  in  any  of  the  cases  that  you  have 

1259  testified  in  or  with  which  you  are  familiar  whether 
or  not  they  made  an  allocation  of  costs  by  jurisdic¬ 
tional  or  geographic  areas?  A.  I  understand  in  a  good 
many  cases  there  are  geographic  allocations,  yes,  Mr.  Har¬ 
rison.  I  don’t  know  of  any  of  them  too  well. 
*•••***#•• 

Q.  Mr.  Kosh,  you  have  attended  all  the  hearings  of  this 
proceeding,  have  you  not?  A.  I  think  almost  all  of  them. 

Q.  You  have  heard  all  the  testimony  and  seen  all  the 
exhibits,  have  you  not?  A.  Yes,  sir. 

Q.  In  your  opinion,  is  there  in  this  record  any  method 
by  which  the  Commission  in  considering  this  record  could 
test  the  reasonableness  of  any  rates  that  might  be  pre¬ 
scribed  for  the  District  of  Columbia?  A.  Yes,  I  think  the 
method - 

Mr.  Await :  I  object  to  that  question.  In  the  first  place, 
I  think  that  goes  way  beyond  the  scope  of  the  witness’ 
direct  testimony.  It  is  nothing  but  argument  anyhow. 

Mr.  Harrison:  This  witness  certainly  has  testified  and 
Mr.  Macintosh  ahead  of  him  has  testified  that  they 

1260  are  interested  in  seeing  that  the  Government  of  the 
United  States  gets  fair  and  just  rates  in  three  sepa¬ 
rate  jurisdictions.  This  witness  just  said  so.  Now, 
obviously  Mr.  Kosh  as  a  witness  for  the  Government  would 
not  wish  to  see  unfair  rates  to  the  Government  in  the 
District  of  Columbia  or  any  other  jurisdiction.  I  think  this 
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question  is  perfectly  fair,  and  it  is  one  that  comes  clearly 
within  the  observation  of  the  man  with  his  qualifications 
and  experience. 

Mr.  Await:  Let’s  have  it  read,  Mr.  Chairman. 

Mr.  Harrison :  I  may  add  this :  The  question  is  the  just¬ 
ness  and  reasonableness  of  the  rates,  and  my  question  goes 
directly  to  that  point. 

(The  reporter  read  the  pending  question.) 

Mr.  Await :  That  is  a  conclusion  of  law  that  he  is  asking 
for,  and  the  witness  is  not  qualified  to  answer  that.  In  the 
second  place,  it  is  the  function  of  this  Commission  to  de¬ 
termine  that  question,  and  not  this  witness. 

Mr.  Harrison:  I  didn’t  ask  this  witness  to  determine 
this  question.  I  asked  him  whether  or  not,  in  view  of  the 
fact  that  he  has  heard  this  record,  if  there  is  such  a  basis 
by  which  this  test  can  be  applied. 

Mr.  Await :  It  is  still  a  question  of  law,  Mr.  Harrison. 

Chairman  Flanagan :  It  might  be  asking  him  to  evaluate 
the  value  of  his  own  witness  ’  testimony,  or  rather  a  man  in 
the  same  branch  of  the  Government  of  which  Mr.  Kosh  is 
chief. 

1261  Ho  you  care  to  give  your  opinion  of  Mr.  Mac¬ 
intosh’s  testimony  in  that  regard,  Mr.  Kosh? 

The  Witness:  I  was  about  to  say  that  very  thing  when 
Mr.  Await  first  objected.  I  think  the  basis  that  Mr.  Mac¬ 
intosh  put  in  is  a  good  basis,  and  in  my  opinion,  for  what 
it  is  worth,  the  only  basis  in  the  record. 

By  Mr.  Harrison: 

Q.  And  by  that  do  you  mean  that  it  is  the  basis  upon 
which  the  reasonableness  of  any  rates  this  Commission 
might  prescribe  in  the  District  of  Columbia  can  be  tested? 
A.  That’s  right. 

By  Mr.  Await: 

Q.  Mr.  Kosh,  on  October  26th,  on  preliminary  cross- 
examination,  I  asked  you  at  page  1061  of  the  transcript 
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what  the  rate  of  return  would  be  if  you  used  the  effective 
interest  rate  or  actual  cost  of  debt  which  you  developed 
for  Pepco  as  being  2.832  percent,  3.6  percent  which  you 
found  as  the  cost  of  preferred  stock,  and  the  8  percent  on 
equity,  which  you  testified  at  page  1049  of  the  transcript 
as  being  in  your  opinion  a  maximum  value.  You  rounded 
the  2.832  percent  to  2.85  and  gave  the  weighted  average  of 
4.78  percent,  wdiich  you  stated  you  would  not  call  the  rate 
of  return  but  would  be  much  closer  to  the  bare  cost  of  capi¬ 
tal.  I  then  asked  you  to  apply  the  figure  of  4.78 

1262  percent  as  a  rate  of  return  and  asked  you  to  give 
me  the  figure  comparable  to  the  $2,218,943  testified 

to  by  Mr.  McElfresh  as  being  the  amount  necessary  to  in¬ 
crease  operating  revenue  for  1951  for  Pepco,  using  a  5^4 
percent  return.  You  gave  me  the  figure  on  page  1063  of 
the  transcript,  on  the  rate  base  of  $146,042,000,  as  some¬ 
where  in  excess  of  $300,000. 

Have  you  since  that  time  made  a  computation  showing 
the  exact  amount?  A.  Yes.  It  is  not  somewhat  in  excess 
but  somewhat  below,  $242,888. 

Q.  Now,  I  understand  in  these  questions  that  I  am  ask¬ 
ing  you  that  you  consider  the  4.78  percent  as  being  what 
you  said,  much  closer  to  the  bare  cost  of  capital  than  the 
rate  of  return.  A.  Than  a  fair  rate  of  return. 

Q.  Now,  the  difference  between  that  figure  of  $242,888 
and  the  $2,218,943,  as  calculated  by  Mr.  McElfresh,  using 
a  5 y>  percent  return,  is  $1,976,055,  is  it  not?  A.  I  will 
accept  that.  If  you  want  me  to  check  it,  I  will  be  glad  to 
check  it.  You  said  $1,976,055? 

Q.  Yes.  A.  That’s  right. 

Q.  Is  that  correct?  A.  Yes,  sir. 

1263  Q.  Now,  that  figure  represents  the  spread  between 
the  5y>  percent  used  by  Mr.  McElfresh  and  the  4.78 

percent  which  you  testified  is  the  bare  cost  of  capital?  A. 
That  is  the  difference  arising  from  using  those  two  figures. 
Q.  Which  is  the  spread,  is  it  not?  A.  Yes. 

Q.  Now,  that  spread  in  percentage  is  how  much?  A. 
Percentage  of  what  to  what? 
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Q.  For  instance,  the  difference  between  5 2/>  percent  and 
4.78  percent  is  how  much?  A.  Point  seven  two  percentage 
points. 

Q.  So  the  .72  percent  is  equivalent  to  a  spread  in  dollars 
of  $1,976,055;  isn’t  that  right?  A.  That’s  correct. 

Q.  Now,  this  means,  does  it  not,  that  a  very  small  per¬ 
centage  in  return  means  a  very  large  amount  in  dollars? 
A.  Yes,  indeed. 

Q.  And  this  is  due  in  some  measure  to  the  large  rate 
base  of  $146,042,000?  A.  The  function  of  the  rate  of  return 
applied  to  the  rate  base  gives  you  greater  dollars,  of  course. 

Q.  If  the  rate  base  is  larger?  A.  Yes,  indeed. 

«•*••••••• 

1264  Q.  Now,  since  you  have  testified  that  5y>  percent 
rate  of  return  is  on  the  high  side,  having  in  mind 

the  spread  of  .72  percent  between  what  you  call  the  bare 
cost  of  capital  and  the  rate  of  return  of  oV>  percent,  which 
spread  is  represented  by  $1,976,055,  when  applied  in 

1265  increase  in  operating  revenues,  do  you  in  your  judg¬ 
ment  consider  5y>  percent  as  a  proper  rate  of  re¬ 
turn?  A.  No,  my  testimony  in  this  case  was  that  if  the 
Commission  approves  rates  which  will  give  Pepco  a  5y> 
percent  rate  of  return  on  its  sliding  scale  rate  base,  I  think 
that  would  be  equitable  treatment. 

Q.  In  other  words,  when  you  say  that  5 ^  percent  is 
on  the  high  side,  and  that  high  side  over  the  bare  cost  of 
money  is  $1,976,055  at  the  operating  revenue  level,  then 
you  now  say  that  it  isn’t  on  the  high  side?  Is  that  what 
I  understand  you  to  say?  A.  No.  I  think  you  have  got 
to  consider  two  things,  the  relationship  between  cost  of 
capital  and  rate  of  return.  You  can  go  as  far  as  cost  of 
capital  with  pretty  good  precision  and  get  some  good 
figures  to  back  up  opinions  on  that;  but  I  think  you  have 
to  go  above  the  bare  cost  of  capital,  and  how  much  you 
have  got  to  go  above  is  a  matter  of  judgment.  I  think 
you  could  say  that  the  4.78  is  a  lot  more  precise  than  the 
amount  you  should  go  above  4.78.  In  the  second  place, 
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you  have  got  to  consider  the  sliding  scale  in  this  situation, 
and  I  would  be  prone — I  am  explaining  why  I  think  it 
would  be  all  right  to  go  on  the  high  side — and  I  would  be 
prone  to  allow  a  little  higher  rates,  realizing  that  half  of 
the  excess,  only  half  of  the  excess,  would  go  to  the  Com¬ 
pany.  The  other  half  would  go  into  a  sliding  scale 

1266  reserve,  which  in  the  long  run  in  my  opinion  would 
decrease  the  cost  of  capital  to  a  company.  In  that 

kind  of  a  situation  I  would  be  prone  to  go  for  a  basic  rate 
of  return  somewhat  higher  than  a  fair  rate  of  return 
would  be  in  a  conventional  kind  of  a  rate  case. 

Q.  Of  course,  you  said  you  were  here  and  heard  all  of 
the  evidence  and  the  facts  and  are  familiar  with  the  fact 
that  counsel  for  Pepco  says  the  sliding  scale  has  nothing 
at  all  to  do  with  this  case,  that  this  case  is  being  made 
outside  the  sliding  scale,  you  have  a  regular  rate  case  here. 
Does  that  make  any  difference  in  your  answer?  A.  I 
still  can’t  get  away  from  the  fact  that  whatever  rates  are 
going  to  be  approved  and  will  result  in  revenue  and  added 
income  for  the  Company  will  be  subject  to  the  sliding 
scale.  Whether  technically,  legally  speaking,  the  sliding 
scale  is  or  is  not  an  issue  in  this  case,  I  can’t  divorce  my 
thinking  and  opinion  as  to  what  fair  earnings  would  be 
to  the  Company  from  the  fact  that  Pepco  does  operate 
under  a  sliding  scale. 

Q.  Let  me  ask  you  this :  Do  they  operate  under  a  sliding 
scale  in  Maryland?  A.  I  don’t  believe  so. 

Q.  Does  Maryland  Commission  have  any  author- 

1267  at  all  to  make  any  refunds?  A.  I  don’t  believe  so. 

Q.  Under  the  sliding  scale?  A.  Presumably  not, 
but  my  feeling - 

Q.  Does  the  Virginia  Commission?  A.  No,  but  I  think 
the  major  part  of  the  operation  of  Pepco  is  in  the  District 
of  Columbia,  and  I  think  that  security  investors  appraise 
Pepco  stock  primarily  as  a  District  operation. 

Q.  Let  me  ask  you  this:  What  did  you  mean  when  you 
said  that  5Vo  percent  was  on  the  high  side  ?  A.  Let  me  put 
it  a  little  differently.  Suppose  there  were  no  sliding  scale 
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in  this  case  but  all  the  other  facts  were  as  they  are,  and 
Pepco  were  coming  in  and  asking  for  a  fair  rate  of  return 
and  it  was  my  job  to  put  in  an  estimate  of  what  I  thought 
a  fair  rate  of  return  would  be  under  those  circumstances. 
Under  those  circumstances  I  probably  would  come  up  with 
an  opinion  on  fair  rate  of  return  that  would  be  somewhat 
less  than  oVo  percent. 

Q.  Would  it  be  5 ^4  percent?  A.  I  can’t  answer  that, 
for  this  reason - 

Q.  You  are  up  here  as  an  expert,  and  the  Commission  is 
relying  on  you.  I  would  like  to  get  your  opinion.  A.  I  will 
tell  you  why  I  can’t  come  up  with  too  precise  an  answer 
to  your  particular  question.  The  job  I  set  out  for  myself 
is  this:  whether  51/*  percent  was  too  high.  That  is 
1268  one  kind  of  a  job.  The  second  case  is  if  you  are 
coming  into  a  conventional  rate  case,  I  would  like  to 
appraise  the  situation  with  a  little  more  thoroughness 
than  I  did  in  this  case.  The  job  would  be  one  with  con¬ 
siderably  greater  latitude  than  taking  the  assignment  I 
took  on  for  myself,  whether  o1/*  percent  was  excessively 
high. 

Q.  Let’s  see  what  you  did.  You  determined  what  you 
call  the  bare  cost  of  capital  as  4.78  percent.  A.  Yes. 
Excuse  me,  Mr.  Await.  There  we  assumed  a  capital  struc¬ 
ture  as  of  a  given  date.  I  think  I  answered  that  when  I 
first  gave  you  that  4.78  figure,  and  if  I  were  testifying  as 
to  a  fair  rate  of  return,  I  might  not  be  quite  satisfied  with 
taking  a  capital  structure  as  of  a  given  date,  simply  be¬ 
cause  it  existed.  I  would  then  like  to  go  into  the  question 
of  reasonable  capital  structure  a  little  more  than  I  have 
done.  I  am  not  testifying  that  4.78  is  the  bare  cost  of 
capital  to  Pepco.  I  would  say  it  would  come  closer  to 
being  a  bare  cost  of  capital  than  a  fair  rate  of  return.  I 
didn’t  volunteer  the  4.78  percent. 

Q.  You  didn’t  volunteer  what?  A.  The  4.78  percent 
as  a  bare  cost  of  capital.  You  asked  me  what  I  would  con¬ 
sider  that  4.78 — you  asked  me  to  make  certain  computa¬ 
tions.  The  result  was  4.78.  I  then  pointed  out  that  I 
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would  not  consider  that  a  fair  rate  of  return,  but  that  the 
4.78  would  be  closer  to  a  bare  cost  of  capital.  I 

1269  didn’t  develop  that  figure  of  my  own  volition  and 
propound  it  as  my  opinion  of  a  bare  cost  of  capital  to 

Pepco. 

Q.  You  did  develop  the  effective  cost  of  bond  money, 
did  you  not?  A.  Yes. 

Q.  And  you  did  develop  the  cost  of  preferred  stock,  did 
you  not?  A.  Yes. 

Q.  And  you  said  that  8  percent  on  equity  was  the  proper 
figure,  did  you  not?  A.  That’s  correct.  What  capital 
structure  would  you  apply  those  to? 

Q.  And  you  applied  it  to  the  same  capital  structure  as 
Mr.  McElfresh  did,  did  you  not?  A.  No.  I  didn’t  under¬ 
stand  him  to  apply  those  units. 

Q.  What  did  you  apply  it  to?  A.  To  the  capital  struc¬ 
ture  as  of,  I  think  it  was  December  31,  1950,  what  the 
capital  structure  would  be  as  of  that  date. 

Q.  That’s  right.  Now,  having  done  that,  are  you  saying 
that  that  isn’t  effective  cost  of  capital  as  of  that  date? 
A.  I  don’t  think  you  can  say  you  have  got  a  cost  of  capital 
as  of  that  date.  It  isn’t  that  precise  kind  of  a  concept, 
and  if  I  were  to  determine  what  I  thought  was  a  bare  cost  of 
capital  to  Pepco  for  rate  purposes  for  a  year  or  two 

1270  in  the  future,  I  might  consider  the  question  of 
whether  that  capital  structure  was  a  fair  one  to  use 

or  not. 

Q.  You  used  it  for  the  test.  Actually,  you  used  your 
figures  for  the  test  in  this  case,  did  you  not?  A.  No,  I 
didn’t  make  a  test.  I  didn’t  come  up  with  an  opinion  as 
to  what  the  bare  cost  of  capital  to  Pepco  is. 

Q.  You  came  up  with  an  opinion  of  what  the  other  figures 
were,  didn’t  you?  A.  That’s  correct,  but  it  was  at  your 
suggestion  that  I  applied  them  to  the  capital  structure  as 
of  a  given  date  to  find  an  overall  weighted  average  of  the 
three  components. 

Q.  Let’s  get  back  again  to  the  question  I  asked  you 
before.  What  did  you  mean  when  you  say  the  5%  percent 
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is  on  the  high  side?  You  must  have  meant  it  was  on  the 
high  side.  A.  I  did  exactly  that,  and  I  explained  that  if 
I  were  testifying  now  as  to  a  fair  rate  of  return  to  Pepco, 
within  the  limitations  I  mentioned  before  as  to  the  study 
I  did  make,  it  would  be  my  opinion  that  5 y>  percent  would 
be  on  the  high  side,  and  that  in  my  opinion  a  fair  rate  of 
return  would  be  somewhat  less.  Just  how  much  less  I 
am  not  prepared  to  say,  with  any  precision. 

•  *•*##*••• 

1273  By  Mr.  Reilly : 

•  ••••••••* 

Q.  At  page  1029  of  the  transcript  you  stated,  Mr.  Kosh : 
‘  ‘  I  think  in  principle  Mr.  Main ’s  method  of  getting  demand 
allocation  factors  is  a  reasonable  method.  There  is  no 
shifting  due  to  the  method.  I  think  the  only  thing  that  I 
object  to  is  the  fact  that  his  cost  allocation  groups  are  not 
the  same  as  his  rate  groups,  and  as  a  result  of  that  discre¬ 
pancy  there  is  a  shift  of  demand  costs.” 

Now  will  you  please  turn  to  page  1033,  beginning  on  line 
2,  where  you  state:  “The  closer  the  cost  allocation  is 
broken  down  by  the  same  classes  which  your  rate  sched¬ 
ules  are  to  cover,  the  closer  you  will  come  to  a  direct  answer 
for  determining  the  reasonableness  of  those  rate  sched¬ 
ules.’ ’ 

Now,  based  on  these  two  quotations  from  your  testi¬ 
mony — I  assume  that  you  would  agree  that  the  more  closely 
a  cost  of  service  study  approaches  an  analysis  by  rate 
classes,  the  more  valid  would  be  the  cost  of  service 

1274  study  for  use  in  constructing  rates?  A.  Yes,  with 
one  sentence  of  qualification,  if  I  may:  that  you 

come  closer  by  getting  closer  to  the  rate  groups,  but  your 
aggregation  within  cost  allocation  groups  may  get  you 
so  far  away  from  this  correct  answer  that  the  results 
would  not  be  valid. 

Q.  I  think  that  in  your  direct  testimony  there  is  an  infer¬ 
ence  that  you  believe  that  Mr.  Main,  in  his  preparation  of 
the  cost  of  service  study  used  for  his  low  voltage  demand 
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allocation  factor  the  coincident  demands  of  the  residential 
and  low  voltage  commercial  groups.  To  the  contrary,  is  it 
not  a  fact  that  Mr.  Main,  while  not  using  the  non-coincident 
demands  of  the  various  rate  schedule  classes  as  such,  in¬ 
cluded  in  the  low  voltage  group,  did  use  the  non-coincident 
demand  of  four  different  distribution  systems  in  obtain¬ 
ing  his  low  voltage  demand  allocation  factor  ?  A.  If  there 
is  such  an  inference  in  the  record  it  is  improper.  I  knew 
and  I  know  that  Mr.  Main  did  use  four  groups  in  making 
k  up  his  low  voltage  class.  Two  of  them  were  somewhat 

insignficant.  The  two  major  ones  he  did  combine  by  using 
the  non-coincident  demands,  and  therefore  in  the  aggre¬ 
gation  of  those  two  major  groups  he  did  not  make  the 
error  which  I  complained  of  in  my  Exhibit  51 ;  but  it  is  in 
the  coming  up  with  the  demands  for  each  of  those 
1275  two  groups  that  he  did  make  the  error  that  I  dis¬ 
cussed. 

Q.  To  the  extent  that  the  non-coincident  demands  of 
such  four  different  distribution  systems  approach  the  non¬ 
coincident  demands  of  the  low  voltage  rate  schedule  groups, 
do  you  agree  that  the  cost  of  service  study  as  submitted 
by  Pepco  is  more  nearly  in  line  with  the  ideal  which  you 
propose  in  your  direct  testimony  than  would  be  one  using 
as  the  low  voltage  demand  allocation  factor  the  coincident 
demand  of  its  constituent  groups?  A.  Will  you  read  that, 
please  ? 

(The  reporter  read  the  pending  question.) 

The  Witness:  I  think  using  the  coincident  demand  of 
the  whole  low  voltage  class  would  compound  the  error. 
As  I  explained,  Mr.  Main  didn’t  do  that.  I  might  say  one 
more  thing:  I  am  not  suggesting  any  ideal  method  of  cost 
allocation,  but  one  which  would  only  give  a  reasonably 
correct  answer.  To  the  extent  that  the  demand  that  Mr. 
Main  used  for  the  low  voltage  group  approaches  the  sum 
of  the  non-coincident  demands  of  the  rate  classes,  to  that 
extent  he  approaches  the  correct  answer.  The  question  is 
how  close. 

*••••••••• 
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1278  V.  A.  McElfresh  resumed  the  stand  and  testified 
further  as  follows: 

Cross-examination 

********** 

By  Mr.  Await: 

Q.  Mr.  McElfresh,  will  you  please  turn  to  Schedule  3 
of  your  Exhibit  46.  A.  I  have  it,  Mr.  Await. 

Q.  In  the  fifth  column  of  that  schedule  you  give  the 
freighted  rate  base  as  of  December  31, 1951  as  $146,042,747, 
is  that  correct?  A.  That  is  correct. 

Q.  Now,  on  page  2  of  Exhibit  6,  which  is  an  exhibit 
put  in  by  Mr.  Dunn,  the  weighted  rate  base  as  of  December 
31,  1951  is  given  as  $146,926,000,  isn’t  that  correct? 

1279  A.  That  is  correct. 

Q.  I  take  it,  therefore,  that  you  made  an  adjust¬ 
ment  downward  of  approximately  $883,000  to  get  your 
figure  of  $146,042,747.  A.  Yes,  sir,  that  is  correct,  Mr. 
Await. 

Q.  Now,  am  I  correct  in  assuming  that  in  making  this 
adjustment  downward  you  adjusted  for  net  additions  to 
electric  plant  in  the  amount  of  $23,063,  being  the  difference 
between  the  actual  amount  for  electric  plant  additions  in 
July  1950  of  $1,111,937  and  the  amount  estimated  by  Mr. 
Ferry  of  $1,135,000?  A.  Well,  part  of  the  difference  is 
due  to  the  substitution  of  actual  figures  for  July  and 
August  1950  for  the  estimated  figures  contained  in  Mr. 
Dunn’s  exhibit. 

Q.  Now,  the  actual  figures  for  July  on  the  plant  is 
$1,111,937,  isn’t  that  correct?  A.  That  is  right. 

Q.  And  the  actual  figure  for  August  was  $883,712.  A. 
That  is  right. 

Q.  $833,712.  A.  That  is  right. 

Q.  Now,  Mr.  Ferry’s  estimate  for  July  1950  was 
$1,135,000,  wasn’t  it?  A.  I  don’t  have  that  exact  figure 
before  me.  I  accounted  for  the  difference  in  total 

1280  by  all  elements  of  the  rate  base. 


Q.  You  have,  do  you  not,  a  copy  of  work  sheets,  page 
11,  or  4,  of  Mr.  Ferry’s?  A.  I  don’t  know  whether  I  do 
or  not.  I  don’t  believe  so,  sir.  No,  I  haven’t  right  here. 
We  probably  have  them  downstairs. 

Q.  You  do  have  that  downstairs,  do  you  not?  A.  I  am 
not  sure.  We  may  have. 

Q.  Would  you  check?  A.  I  don’t  recognize  it. 

Q.  Would  you  check  with  your  assistant?  A.  I  have 
that  sheet  now,  Mr.  Await. 

Q.  You  have  the  sheet  that  I  have  referred  to?  A.  Yes, 
I  have. 

Q.  Well,  now,  I  ask  you  what  the  amount  of  electric  plant 
that  Mr.  Ferry  estimated  as  additions  for  July  1950  is. 
A.  Gross  additions? 

Q.  Net  additions.  A.  Net?  $1,135,213. 

Q.  Now,  will  you  look  at  August  and  tell  me  the  same 
figure  estimated  by  Mr.  Ferry.  A.  $1,403,000,  I  believe. 

Q.  So  the  adjustment  that  you  made  in  electric  plant  for 
July  was  $23,063  difference  between  his  estimate  and  the 
actual.  Mr.  McElfresh,  if  his  estimate,  as  you  testi- 
1281  fied,  was  $1,135,000  and  the  actual  was  $1,111,937, 
the  difference  is  how  much?  A.  $15,276  is  the  differ¬ 
ence  between  those  two  figures,  Mr.  Await. 

Q.  Well,  I  don’t  follow  your  subtraction.  It  is  $1,111,000 
and  the  other  is  $1,135,000.  A.  Oh,  I’m  sorry.  $23,276. 

Q.  Now,  in  August  you  have  just  testified  Mr.  Ferry’s 
estimate  was  $1,403,000.  A.  Yes. 

Q.  And  the  actual  net  electric  plant  additions  was 
$833,712.  A.  That  is  right. 

Q.  So  that  there  was  an  adjustment  there  for  electric 
plant  of  $569,288,  is  that  right  ?  A.  That  is  right,  $569,288. 

Q.  Now,  Mr.  McElfresh,  what  did  Mr.  Ferry  estimate  for 
September  as  the  amount  of  net  addition  to  electric  plant? 
A.  $1,009,000. 

Q.  And  what  was  the  actual  in  September?  This  might 
help  you.  A.  I  did  have  those  figures  someplace,  Mr. 
Await. 
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Q.  This  is  the  Potomac  Electric  Power  Report  of  Finan¬ 
cial  Operation  for  September  1950  made  to  the 

1282  P.  U.  C.  A.  Yes.  The  additions  reflected  by  that  re¬ 
port  are  $517,977.66. 

Q.  And  the  difference  between  that  figure  and  Mr. 
Ferry’s  estimate  for  September  is  how  much?  A.  $491,034. 

Q.  How  much  did  you  say?  A.  $491,033. 

Q.  Now,  that  adjustment  or  the  difference  there  does  not 
show  as  an  adjustment  in  the  weighted  rate  base  for  De¬ 
cember  31  that  you  give  of  $146,042,747,  does  it?  A.  No, 
sir,  it  does  not. 

Q.  Now,  isn’t  it  true,  taking  Mr.  Ferry’s  estimates  for 
electric  plant  additions  in  August,  that  he  estimated  over 
the  actual  additions  by  68  percent?  A.  Approximately, 
yes. 

Q.  And  for  September  by  about  95  percent?  A.  Just 
about. 

Q.  Now,  Mr.  McElfresh,  if  that  trend  of  error  shown  by 
August  and  September  continues,  won’t  the  weighted  rate 
base  for  December  31,  1951  be  substantially  less  than 
$146,042,747  as  shown  on  your  exhibit?  A.  If  that  trend 
continues,  that  would  be  true.  But  I  believe  that  these 
differences  are  due  more  to  delay  rather  than  cancella¬ 
tion  of  budget  items — that  is  rate  base  items. 

Q.  The  rate  base,  however,  of  $146,042,747  does 

1283  have  to  be  adjusted  by  the  amount  of  error  shown 
in  September  1950  on  the  same  basis  as  you  adjusted 

for  July  and  August.  A.  Well,  that  might  be  so.  But  if 
that  is  so,  then  I  think  maybe  we  might  have  to  look  at 
October,  November  and  December  estimates  to  see  if  there 
has  been  any  revision  in  those. 

Q.  To  see  what?  A.  To  see  if  there  has  been  any  revi¬ 
sion  in  the  estimates  by  reason  of  the  actual  being  under 
the  estimated  in  July,  August  and  September.  The  differ¬ 
ence,  if  substantial,  might  show  up  in  the  remaining  months 
of  the  year. 

Q.  You  took  the  estimates  as  made.  A.  I  did. 
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Q.  And  you  have  adjusted  for  two  months  due  to  error. 
A.  I  did.  ' 

Q.  So  naturally  if  you  were  consistent  you  would  adjust 
for  the  third  month.  A.  Well,  with  a  difference  as  big  as 
this  one  in  September - 

Q.  Well,  Mr.  McElfresh,  suppose  you  answer  my  ques¬ 
tion  and  then  explain  it.  A.  I  am  trying  to.  I  say  with 
the  difference  as  big  as  this  in  September,  coupled  with 
that  in  August,  I  think  I  would  like  a  little  more  closely 
to  the  estimates  for  the  remainder  of  the  year  to  see 

1284  if  there  was  a  chance  of  those  items  being  picked  up. 

Q.  You  mean  you  would  revise  their  estimates? 
A.  No,  I  would  discuss  the  matter  with  the  company. 

Q.  Well,  they  are  large  items,  aren’t  they?  A.  Fairly 
large,  yes.  But  when  you  weight  them  and  take  5^  percent 
of  them,  they  are  not  so  large. 

Q.  That  depends  on  how  long  they  go  along,  how  many 
months  they  continue.  A.  For  the  year  1950,  I  am  talking 
about. 

Q.  That  is  right.  A.  Yes. 

Q.  Of  course,  these  would  be  reflected  in  ’51  in  the  rate 
base  if  there  were  errors  for  the  rest  of  the  year.  A. 
They  would  be  reflected  100  percent.  But  as  far  as  the 
year  ’51  is  concerned,  I  think  this  is  a  lag  in  the  construc¬ 
tion  program  rather  than  a  cancellation  of  any  part  of  it. 

Q.  You  don’t  know  that,  do  you,  really?  A.  I  have 
discussed  the  matter  with  the  company,  yes,  and  that  is 
what  I  am  told. 

Q.  That  is  what  you  are  told.  A.  That  is  right.  I  have 
no  reason  to  doubt  it. 

Q.  Now,  if,  Mr.  McElfresh,  it  should  turn  out  that  this 
error  did  continue  for  the  rest  of  this  year,  that  is  the  range 
of  that  error,  the  rate  base  would  have  to  be  reduced 

1285  by  that  amount,  would  it  not? 

Mr.  Harrison:  Just  a  moment.  I  object  to  the 
designation  by  the  counsel  as  this  adjustment  being  in 
error.  Mr.  McElfresh  did  not  say  it  was  an  error.  He  said 
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there  were  some  delayed  additions.  He  did  not  say  there 
were  errors.  I  object  to  the  question  in  that  form. 

By  Mr.  Await: 

Q.  If  the  error  in  Mr.  Ferry’s  estimate  should  continue 
for  the  balance  of  the  year  in  the  same  ratio  as  August  and 
September,  would  not  the  rate  base  shown  by  you  as  of 
December  31  as  $146,000,000  have  to  be  reduced?  A.  Yes, 
that  is  true,  yes.  Not  by  the  amounts  of  the  differences, 
though. 

Q.  And  if  you  applied  5^2  percent  return  to  a  reduced 
rate  base,  the  amount  of  $2,218,943  you  have  testified  as 
the  amount  necessary  to  increase  operating  revenues  for 
Pepco  for  ’51  would  be  correspondingly  reduced,  would 
it  not?  A.  No,  that  would  have  nothing  to  do  with  it.  The 
$2,218  was  premised  on  the  year  1951. 

Q.  Yes,  but  isn’t  it  true — I  thought  you  said  that  you 
agreed  that  the  rate  base  that  you  give  for  December 
31,  1951  would  necessarily  be  reduced  if  the  error  of  esti¬ 
mate  by  Mr.  Ferry  shown  by  August  and  September  would 
continue  for  the  balance  of  this  year.  A.  Well,  that  is  what 
I  understood  you  to  say.  I  understood  you  to  say 
1286  December  31,  1950  and  not  ’51.  That  is  the  point 
I  was  trying  to  make,  that  there  is  a  lag  in  the  con¬ 
struction  program  that  may  lap  over  into  the  year  1951. 

Q.  You  are  assuming,  of  course,  Mr.  McElfresh,  that 
there  will  be  a  lag.  A.  I  am  told  that  there  is  a  lag. 

Q.  Let’s  not  assume  there  is  a  lag  and  just  take  the  fact 
that  Mr.  Ferry  makes  an  estimate — his  estimate,  as  shown 
by  your  testimony,  is  not  correct  for  the  months  of  July, 
August  and  September.  Now,  assume  that  the  ratio  of 
error  in  his  estimates  continues  for  this  year.  Don’t  as¬ 
sume  any  lag.  Let’s  assume  there  isn’t  any  lag.  Wouldn’t 
the  rate  base  in  December  31, 1951  that  you  show  have  to  be 
reduced  by  that  amount  of  error  on  his  estimates  over  the 
actual?  A.  If  there  were  no  compensating  differences 
occurring  in  the  year  1951. 
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Q.  So,  to  get  back  to  my  other  question,  if  that  were 
true,  then  your  5%  percent  applied  on  the  rate  base  as  of 
December  31,  1951  would  not  show  that  Pepco  needed 
$2,218,843  increased  operating  revenue  for  ’51,  would  it? 
A.  If  the  rate  base  is  less,  that  is  so.  But  I  don’t  agree 
that  the  rate  base  will  be  less. 

Q.  But  you  don’t  know.  You  say  you  think  there 

1287  is  a  lag.  A.  That  is  right. 

Q.  But  the  evidence  to  date  doesn’t  show  it. 

Mr.  Harrison:  I  move  to  strike  that.  That  is  neither 
testimony  nor  anything.  It  is  argument  with  the  witness. 
Chairman  Flanagan:  That  last  sentence? 

Mr.  Harrison:  Yes — Mr.  Await ’s  gratuity. 

Chairman  Flanagan:  Remove  the  last  sentence. 

By  Mr.  Await: 

Q.  Mr.  McElfresh,  is  there  any  evidence  in  the  record 
to  date  showing  that  there  will  be  a  lag  in  the  future  months 
of  the  additions  to  plant?  A.  I  believe  not. 

Q.  Mr.  McElfresh,  assuming  no  lag  in  1951  or  in  the 
next  three  months — October,  November  and  December — 
in  net  additions  to  electric  plant,  wouldn’t  your  figure  of 
$2,218,943  have  to  be  reduced  by,  subject  to  check,  about 
$50,000?  A.  If  I  understand,  if  you  mean  if  we  reduce  the 

rate  base  by  the  sum  of  the  three  differences - 

Q.  No,  by  the  sum  of  $491,000,  because  you  have  already 
made  the  adjustment  for  the  other  two  months.  A.  Yes, 
the  September  adjustment.  And  I  further  assume  that  you 
would  apply  some  ratio  to  estimates  for  October,  Novem¬ 
ber  and  December. 

1288  Q.  Assume  what?  A.  That  you  would  also  apply 
some  reduction  to  the  estimates  of  net  additions 

for - 

Q.  No.  Just  right  now  I  am  not  asking  that.  I  am  just 
taking  the  one  month  of  September  which  you  did  not  ad¬ 
just  for.  A.  Just  the  $491,000? 

Q.  Yes.  A.  Just  a  shade  under  $50,000,  that  is  right. 
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Q.  Now,  Mr.  McElfresh,  will  you  turn  to  page  907  of  the 
transcript.  Beginning  at  line  8  you  discuss  your  second 
reason  that  $2,218,943  may  not  be  sufficient  for  1951  as  ad¬ 
ditional  revenue.  That  is  correct,  isn’t  it?  A.  That  is 
right. 

Q.  Now’,  in  there  you  refer  to  the  modified  sliding  scale. 
A.  Yes,  sir. 

Q.  I  assume  that  your  second  reason  is  based  on  the 
thought  that  the  modified  sliding  scale  will  apply  to  any 
increase  that  is  given  to  Pepco  as  a  result  of  this  hearing. 
A.  That  is  right. 

Q.  I  show  you  a  letter,  original  of  a  letter,  addressed  to 
the  Public  Utilities  Commission,  District  of  Columbia, 
dated  March  29,  1950,  from  the  Potomac  Electric 
1289  Power  Company  signed  by  A.  G.  Neal,  President.  Is 
that  correct?  A.  That  is  correct. 

Mr.  Harrison:  Don’t  answer  any  questions  about  that 
letter,  please,  until  I  have  seen  it,  Mr.  McElfresh. 

Mr.  Await:  Excuse  me. 

By  Mr.  Await: 

Q.  Mr.  McElfresh,  the  first  page,  last  paragraph,  says 
“During  the  past  two  years  the  company  has  continued  its 
study  of  the  modified  plan,  the  application  of  its  formula 
and  the  results  of  its  actual  operation  in  the  light  of  the 
economic  conditions  affecting  the  company’s  ability  to 
carry  out  its  responsibility  to  its  customers  and  investors. 
The  Commission  has  already  found  that  the  prescribed  for¬ 
mula  was  impracticable  and  has  twice  amended  the  plan. 
There  also  are  certain  new  factors  which  have  arisen  af¬ 
fecting  the  character  and  scope  of  the  company’s  opera¬ 
tions  which  of  themselves  may  cause  the  Commission  to 
have  serious  doubts  as  to  the  desirability  of  the  continua¬ 
tion  of  its  modified  sliding  scale  plan.” 

I  will  skip  the  next  paragraph  and  quote  from  the  fol¬ 
lowing  paragraph. 

“On  December  31,  1949  the  Braddock  Light  and  Power 
Company  Incorporated  was  merged  into  the  company  with 
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the  result  that  the  company,  while  continuing  to  be  a  Dis¬ 
trict  of  Columbia  corporation  and  a  foreign  corpora- 
1290  tion  qualified  to  do  business  in  the  State  of  Mary¬ 
land,  is  also  now  required  to  be  a  domestic  corpora¬ 
tion  in  the  Commonwealth  of  Virginia.  The  company  now 
has  direct  ownership  of  transmission,  distribution  and  gen¬ 
eral  plant  facilities  located  in  Maryland,  District  of  Colum¬ 
bia  and  Virginia,  and  generating  facilities  located  in  the 
latter  two,  all  of  which  are  operating  as  an  integrated  sys¬ 
tem  serving  customers  in  all  three  areas.  The  company 
is  subject  to  the  regulation  of  its  rates,  tolls,  charges  and 
conditions  of  service  by  a  Commission  at  each  jurisdiction. 

“It  appears  to  the  company  that  two  years  have  pro¬ 
vided  a  reasonable  period  for  testing  the  Commission’s  plan, 
and  as  a  result  of  the  experience  gained,  together  with  the 
new  factors  which  have  entered  into  the  company’s  opera¬ 
tions,  the  company  has  concluded  that  continued  regulation 
by  annual  application  of  the  arithmetical  formula  is  not 
feasible. 

“We  respectfully  request  that  a  date  and  time  be  set 
which  will  be  convenient  for  the  Commission  to  discuss 
this  matter  with  representatives  of  the  company. 

“The  Public  Service  Commission  of  Maryland  and  the 
State  Corporation  Commission  of  the  Commonwealth  of 
Virginia  are  being  furnished  copies  of  this  letter  with  a 
request  for  conferences  with  the  respective  Commissions.” 

That  is  correct,  isn’t  it?  A.  That  is  correct,  sir. 
**##•••*•• 

1292  Mr.  Reilly :  There  is  no  issue  in  this  case  about  any 
change  in  the  modified  sliding  scale  plan.  Mr. 
Await  has  read  the  plan.  He  knows  this  isn’t  the  proceeed- 
ing  in  which  that  is  to  be  tested. 

Chairman  Flanagan:  That  is  correct.  There  is  nothing  in 
this  proceeding  with  regard  to  further  modification  of  the 
modified  sliding  scale  plan. 

Mr.  Await:  Mr.  Chairman,  we  have  had  two  witnesses 
here  before  this  Commission  testify  that  their  evidence  is 
based  upon  the  continuation  of  the  sliding  scale. 
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Q.  Now,  Mr.  McElfresh,  will  you  turn  to  page  907  of  the 
transcript.  Beginning  at  line  8  you  discuss  your  second 
reason  that  $2,218,943  may  not  be  sufficient  for  1951  as  ad¬ 
ditional  revenue.  That  is  correct,  isn’t  it?  A.  That  is 
right. 

Q.  Now,  in  there  you  refer  to  the  modified  sliding  scale. 
A.  Yes,  sir. 

Q.  I  assume  that  your  second  reason  is  based  on  the 
thought  that  the  modified  sliding  scale  will  apply  to  any 
increase  that  is  given  to  Pepco  as  a  result  of  this  hearing. 
A.  That  is  right. 

Q.  I  show  you  a  letter,  original  of  a  letter,  addressed  to 
the  Public  Utilities  Commission,  District  of  Columbia, 
dated  March  29,  1950,  from  the  Potomac  Electric 
1289  Power  Company  signed  by  A.  G.  Neal,  President.  Is 
that  correct?  A.  That  is  correct. 

Mr.  Harrison:  Don’t  answer  any  questions  about  that 
letter,  please,  until  I  have  seen  it,  Mr.  McElfresh. 

Mr.  Await:  Excuse  me. 

By  Mr.  Await: 

Q.  Mr.  McElfresh,  the  first  page,  last  paragraph,  says 
“During  the  past  two  years  the  company  has  continued  its 
study  of  the  modified  plan,  the  application  of  its  formula 
and  the  results  of  its  actual  operation  in  the  light  of  the 
economic  conditions  affecting  the  company’s  ability  to 
carry  out  its  responsibility  to  its  customers  and  investors. 
The  Commission  has  already  found  that  the  prescribed  for¬ 
mula  -was  impracticable  and  has  twice  amended  the  plan. 
There  also  are  certain  new  factors  which  have  arisen  af¬ 
fecting  the  character  and  scope  of  the  company’s  opera¬ 
tions  which  of  themselves  may  cause  the  Commission  to 
have  serious  doubts  as  to  the  desirability  of  the  continua¬ 
tion  of  its  modified  sliding  scale  plan.” 

I  will  skip  the  next  paragraph  and  quote  from  the  fol¬ 
lowing  paragraph. 

“On  December  31,  1949  the  Braddock  Light  and  Power 
Company  Incorporated  was  merged  into  the  company  with 
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the  result  that  the  company,  while  continuing  to  be  a  Dis¬ 
trict  of  Columbia  corporation  and  a  foreign  corpora- 
1290  tion  qualified  to  do  business  in  the  State  of  Mary¬ 
land,  is  also  now  required  to  be  a  domestic  corpora¬ 
tion  in  the  Commonwealth  of  Virginia.  The  company  now 
has  direct  ownership  of  transmission,  distribution  and  gen¬ 
eral  plant  facilities  located  in  Maryland,  District  of  Colum¬ 
bia  and  Virginia,  and  generating  facilities  located  in  the 
latter  two,  all  of  which  are  operating  as  an  integrated  sys¬ 
tem  serving  customers  in  all  three  areas.  The  company 
is  subject  to  the  regulation  of  its  rates,  tolls,  charges  and 
conditions  of  service  by  a  Commission  at  each  jurisdiction. 

“It  appears  to  the  company  that  two  years  have  pro¬ 
vided  a  reasonable  period  for  testing  the  Commission’s  plan, 
and  as  a  result  of  the  experience  gained,  together  with  the 
new  factors  which  have  entered  into  the  company’s  opera¬ 
tions,  the  company  has  concluded  that  continued  regulation 
by  annual  application  of  the  arithmetical  formula  is  not 
feasible. 

“We  respectfully  request  that  a  date  and  time  be  set 
which  will  be  convenient  for  the  Commission  to  discuss 
this  matter  with  representatives  of  the  company. 

“The  Public  Service  Commission  of  Maryland  and  the 
State  Corporation  Commission  of  the  Commonwealth  of 
Virginia  are  being  furnished  copies  of  this  letter  with  a 
request  for  conferences  with  the  respective  Commissions.” 

That  is  correct,  isn’t  it?  A.  That  is  correct,  sir. 
#*##•***•* 

1292  Mr.  Reilly :  There  is  no  issue  in  this  case  about  any 
change  in  the  modified  sliding  scale  plan.  Mr. 
Await  has  read  the  plan.  He  knows  this  isn’t  the  proceeed- 
ing  in  which  that  is  to  be  tested. 

Chairman  Flanagan :  That  is  correct.  There  is  nothing  in 
this  proceeding  with  regard  to  further  modification  of  the 
modified  sliding  scale  plan. 

Mr.  Await:  Mr.  Chairman,  we  have  had  two  witnesses 
here  before  this  Commission  testify  that  their  evidence  is 
based  upon  the  continuation  of  the  sliding  scale. 
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Chairman  Flanagan:  That  is  right. 

Mr.  Await :  Now,  Mr.  Reilly  has  stated  before  this  Com¬ 
mission  that  the  sliding  scale  has  nothing  to  do  with  this 
case  at  all. 

Chairman  Flanagan:  The  sliding  scale  is  not  at  issue  in 
this  proceeding,  that  is  correct. 

Mr.  Await:  And  that  letter  shows  that  there  is  a  ques¬ 
tion  that  it  will  be  continued.  So  I  say  it  is  very  necessary 
and  should  be  in  the  record  of  this  Commission. 

Chairman  Flanagan:  There  is  no  question  in  this  pro¬ 
ceedings  as  to  the  continuation  of  the  sliding  scale  plan  in 
its  present  form. 

Mr.  Await:  That  may  be  true,  except  that  their 
1293  testimony  has  been  based  on  the  fact  that  the  slid¬ 
ing  scale  plan  is  going  to  continue. 

Chairman  Flanagan:  That  is  right. 

Mr.  Await:  This  letter  shows  that  the  company  has  no 
intention  of  continuing,  that  they  want  to  change  it. 

Mr.  Harrison:  That  letter  doesn’t  show  any  such  thing. 

Mr.  Reilly:  I  submit  that  also. 

Chairman  Flanagan:  That  is  agreed.  That  is  not  an  is¬ 
sue  in  this  proceeding. 

Mr.  Await:  Possibly,  Mr.  Chairman,  if  I  could  ask  my 
question,  maybe  the  witness  would  please  Mr.  Reilly  and 
Mr.  Harrison  in  his  answer. 

Chairman  Flanagan:  The  question  must  pertain  to  the 
sliding  scale  as  it  presently  exists.  Otherwise  it  will  be 
ruled  out. 

By  Mr.  Await: 

Q.  In  view,  Mr.  McElfresh,  of  the  letter  that  I  have 
shown  you  and  from  which  I  have  read  parts  into  the  rec¬ 
ord,  do  you  still  believe  that  your  second  -reason  given 
is  a  sound  one?  A.  Yes,  sir,  I  do. 

Q.  If  the  sliding  scale  were  changed,  would  it  be  sound? 

Mr.  Harrison:  I  submit  that  is  too  ambiguous  a  ques¬ 
tion.  The  question  doesn’t  suggest  what  kind  of  change 
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1294  or  anything  else.  That  is  an  unintelligible  ques¬ 
tion  and  the  answer,  of  course,  would  be  unintel¬ 
ligible. 

Chairman  Flanagan:  Can  the  witness  answer  that  ques¬ 
tion  in  its  present  form? 

The  Witness:  I  would  have  to  know  what  sort  of  a  change 
you  had  in  mind. 

By  Mr.  Await: 

Q.  Suppose  it  is  abolished?  A.  Then  the  reason  would 
not  be  valid.  We  would  have  no  plan.  But  I  have  no  rea¬ 
son  to  believe  it  will  be  abolished. 

Q.  Not  even  the  letter?  A.  I  happen  to  know  something 
that  occurred  since  that  letter  was  written — no,  sir. 

Q.  Mr.  McElfresh,  you  have  testified  in  a  great  many 
cases  before  the  Commission  and  you  have  testified  in  some 
cases  on  the  cost  of  capital  and  rate  of  return  for  utility 
companies.  A.  Yes,  sir. 

Q.  And  you  have  used  the  earning  price  ratios  and  the 
cost  of  bond  money  and  preferred  stock  and  equity  money 
and  dividend  price  ratios  in  arriving  at  a  rate  of  return  that 
you  would  recommend?  A.  I  have  considered  earnings 
price  ratios  and  dividend  price  ratios  in  arriving  at  a  judg¬ 
ment  figure  on  a  return  on  equity,  and  I  have  also 

1295  used  the  actual  cost  of  debt,  preferred  stock  capital. 

Q.  Do  you  have  a  copy  of  Order  2796?  A.  I  have 
it  right  here. 

Q.  Would  you  turn  to  page  34.  Under  the  heading  of 
“Equity  Capital”  on  page  34,  and  going  over  to  page  37, 
the  Commission  discusses  the  method  used  by  you  in  ar¬ 
riving  at  the  return  on  common  stock  equity  of  Pepco  in 
Formal  Case  No.  335  and  338,  is  that  correct?  A.  That  is 
correct,  sir. 

Q.  On  page  37,  after  speaking  of  the  recalculation  made 
by  you  in  order  to  give  weight  to  current  conditions  of  the 
market,  the  Commission  stated  as  follows,  and  I  quote. 
“This  calculation  (R-2235)  produced  a  simple  and  weighted 
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average  of  7.70  percent.  This  Commission,  after  weighing 
all  of  the  evidence  on  this  matter,  concludes  and  finds  that 
a  return  of  8  percent  on  the  common  stock  equity  consti¬ 
tutes  a  liberal  return  and  is  commensurate  with  returns  on 
investments  in  other  enterprises  having  corresponding  risks. 
This  return  is  sufficient  to  assure  confidence  in  the  finan¬ 
cial  integrity  of  Pepco  and  will  attract  capital  for  future 
public  needs.  ”  Is  that  correct?  A.  That  is  correct,  sir. 

Q.  Now,  will  you  turn  to  page  38.  On  that  page,  about 
the  middle  of  the  page,  the  Commission  made  this  state¬ 
ment,  did  it  not?  “After  giving  effect  to  this  ad- 

1296  justment,  the  over-all  cost  of  invested  capital  be¬ 
comes  5.319  percent.”  Is  that  right?  A.  That  is 

correct. 

Q.  And  further  on  down,  on  the  same  page,  and  I  quote 
part  of  a  sentence,  “The  Commission  concludes  and  finds 
that  a  basic  rate  of  return  of  percent  is  fair  and  rea¬ 
sonable.”  Is  that  correct?  A.  That  is  correct. 

Q.  Now,  the  difference  between  the  5.319  percent  which 
was  found  by  the  Commission  as  the  over-all  cost  of  in¬ 
vested  capital  of  Pepco  and  the  rate  of  return  that  they 
found  to  be  fair  and  reasonable  is  .181  of  1  percent,  is  it 
not?  A.  That  is  the  difference  between  the  two,  that  is 
right. 

Q.  What  would  you  call  that  difference,  Mr.  McElfresh? 
Is  that  sort  of  a  cushion?  A.  I  think  you  could  describe  it 
as  a  cushion,  yes. 

Q.  Now,  you  heard  the  testimony  given  on  direct  by  Mr. 
Kosh,  did  you  not?  A.  Yes,  sir. 

Q.  Have  you  or  any  of  your  assistants  checked  his  figures 
to  find  out  whether  or  not  2.832  was  correct  for  the  effec¬ 
tive  interest  rate  or  actual  cost  of  debt  for  the  year  ending 
December  31,  1950?  A.  I  don’t  know  that  we  made 

1297  a  detailed  check  of  that,  but  I  do  know  it  is  within 
the  realm  of  reasonableness. 

Q.  And  you  don’t  question  the  3.6  percent  on  preferred 
capital.  A.  No,  I  believe  not,  sir. 
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Q.  You  also  heard  Mr.  Kosh  testify  that  using  the  capi¬ 
tal  as  of  December  31,  1950,  and  applying  these  figures  of 
2.83,  I  think  he  rounded  that  to  2.85,  and  3.6  for  preferred 
stock,  and  also  8  percent  for  equity,  that  he  arrived  at  what 
he  called  the  bare  cost  of  capital  as  4.78  percent.  A.  Yes,  I 
heard  him  testify  something  to  that  effect. 

Q.  You  don ’t  question  that  he  would  get  such  a  figure,  do 

»  you,  if  he  applied  it  to  the  capital  for  December  31,  1950. 
A.  Not  with  that  8  percent  return  on  equity,  no  sir. 

Q.  Now,  the  difference  between  that  4.78  percent,  which 
Mr.  Kosh  calls  the  bare  cost  of  capital,  and  which  is  equiva¬ 
lent  to  the  5.319  percent  found  by  the  Commission  in  1944, 
and  bV>  percent  rate  of  return,  would  be  .72,  would  it  not? 

k  A.  Between  the  fi1/*  and  the  4.78  you  said? 

.  Q.  That  is  right.  A.  .72,  that  is  right. 

Q.  Now,  .72  of  1  percent  is  approximately  4  times 
1298  the  figure  of  .181  of  1  percent,  which  you  described 
as  the  cushion  allowed  by  the  Commission  above  what 
is  the  invested  capital  cost  of  5.319  and  5}4  percent  return. 
In  other  words,  .181  is  about  one-fourth  of  .72  percent. 
A.  That  is  right. 

►  Q.  So  that  if  the  effective  cost  of  capital  is  4.78  percent 
and  5 %  percent  return  is  allowed,  the  cushion  is  .72  percent. 
A.  There  is  that  difference. 

Q.  You  called  it  a  cushion  in  1944  of  .181.  A.  There  are 

*  a  lot  of  factors  that  are  different  now  that  were  different  at 
the  time  that  finding  was  made,  Mr.  Await. 

Q.  Well,  the  fact  remains,  however,  that  it  is  four  times 
what  the  Commission  allowed  in  1944,  whatever  the  factors. 
A.  Four  times  .181  is  .72,  yes,  that  is  true. 

Q.  Now,  do  you  agree  with  the  figures  given  by  Mr.  Kosh 
on  cross-examination  that  .72  of  1  percent  represents  an  in- 

►  crease  in  operating  revenues  for  1951  over  1950  for  Pepco 
of  approximately  $1,976,000  on  a  rate  base  of  $146,000,000? 
A.  I  checked  that  on  the  slide  rule. 

Mr.  Harrison:  If  the  Commission  please,  I  have  no  par- 

*  ticular  objection  to  the  answer  this  witness  gives  to  these 


> 


406 


questions.  But  it  seems  to  me  it  is  rather  vicarious 

1299  cross-examination  for  Capital  Transit  to  undertake 
to  cross-examine  this  Commission’s  witness  upon  the 

testimony  of  the  Government  .’s  witness.  Mr.  McElfresh  has 
not  testified  on  any  such  matter  on  his  direct.  I  think  it  is 
wholly  inappropriate.  I  think  if  Mr.  Await  wants  to  put 
on  Capital  Transit’s  case,  they  ought  to  put  their  witnesses 
on. 

Chairman  Flanagan:  This  point  is  merely  asking  for  a 
mathematical  calculation  without  an  opinion. 

(The  reporter  read  the  pending  question.) 

The  Witness:  As  I  understand  your  question,  do  you 
mean  that  a  reduction  in  the  rate  of  return  to  calculate  the 
amount  of  additional  gross  operating  revenue  would  be 
at  a  4.78  percent  level  rather  than  a  5 2/2  percent  level? 

By  Mr.  Await: 

Q.  That  is  right,  using  the  same  factors  you  used.  A.  Yes, 
taking  the  tax  factor  into  account,  that  figure  is  approxi¬ 
mately  correct.  I  believe  the  increase  in  net  operating  in¬ 
come,  which  I  don’t  believe  has  been  in  the  record,  would 
be  slightly  over  one  million  dollars. 

Q.  That  may  be  true,  but  they  would  have  to  allow  for 
taxes.  A.  That  is  true.  The  gross  revenue  level  is  the 
$1,976,000  figure. 

Q.  And  that  is  -what  the  rate  is  based  on.  A.  That  is 
right. 

1300  Q.  Now,  will  you  agree  that  the  .72  of  1  percent, 
then,  that  is  equivalent  to  the  $1,976,000  reduced  with 

those  factors — reduced  to  the  gross  operating  income  level  ? 
A.  That  would  be  the  effect  in  calculating  the  exact  amount 
of  dollar  needs  of  gross  revenue  if  you  used  a  4.78  percent 
return  instead  of  o1/^.  I  agree  with  that,  yes. 

Q.  So  that  in  effect,  if  your  testimony  is  correct  as  to 
the  allowance  as  between  the  bare  cost  of  capital  in  1944 
and  the  5M>  percent  return,  that  is,  that  1.81  was  a  cushion, 
then  the  cushion  here  between  4.78  and  5*4  percent  would 
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be  $1,976,000.  A.  That  is  not  the  cushion  that  I  talked 
about,  Mr.  Await. 

Q.  Well,  didn’t -  A.  That  is  the  cushion  you  devel¬ 

oped  from  Mr.  Kosh’s  testimony. 

Q.  Didn’t  you  state,  Mr.  McElfresh,  when  I  asked  you 
what  you  would  call  the  difference  between  5.319  percent, 
which  was  the  effective  cost  of  money  as  determined  by  the 
Commission  in  1944  on  the  same  method  used  by  Mr.  Koch, 
and  5Y2  percent  return,  and  you  stated  that  could  be  called 
a  cushion?  A.  I  said  you  could  call  that  a  cushion,  yes. 

Q.  Well,  now  I  am  referring  to  the  difference  be- 

1301  tween  the  bare  cost  of  capital  and  5y>  percent  of  re¬ 
turn  and  saying  is  it  not  true,  then,  that  the  .72  of 

1  percent  represents  $1,976,000.  A.  Well,  now,  as  to  the 
bare  cost  of  capital,  I  have  not  made  a  determination  of 
what  I  would  consider  the  bare  cost  of  capital,  and  I  be¬ 
lieve  Mr.  Kosh  qualified  his  testimony  with  respect  to  that; 
that  he  did  not  consider  that  4.78  a  bare  cost  of  capital. 

Q.  What  would  you  call  the  effective  interest  rate  or  ac¬ 
tual  cost  of  debt,  the  cost  of  preferred  stock,  and  using  8 
percent  for  equity  based  upon  the  capital  of  December  31, 
1950  which  worked  out  arrives  at  a  weighted  cost  of  4.78 — 
what  would  you  call  that? 

Mr.  Harrison:  Just  a  moment.  I  submit  this  witness  has 
made  no  such  calculation  in  this  record  and  has  submitted 
no  testimony  of  that  kind  and  it  is  improper  to  ask  him 
to  characterize  another  witness’s  testimony. 

Chairman  Flanagan:  Are  you  objecting? 

Mr.  Harrison:  I  object  to  it. 

Chairman  Flanagan:  Objection  sustained. 

By  Mr.  Await: 

Q.  Mr.  McElfresh,  in  using  the  method  of  earning  price 
ratios,  cost  of  bond  money,  cost  of  preferred  stock,  divi¬ 
dend  price  ratio,  and  applying  it  to  the  capital  of  a  utility 
company  on  any  particular  date,  and  arriving  at  a 

1302  figure,  what,  in  your  opinion,  would  that  figure  be 
called?  A.  I  wouldn’t  call  it  cost  of  capital,  Mr. 
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Await.  There  is  no  cost  attached  to  equity  capital,  and  I 
have  never  referred  to  a  rate  of  return  or  any  figure  of  that 
sort  as  a  cost  of  capital.  I  have  always  said  there  is  a  cost 
of  debt  and  preferred  stock  capital  and  a  reasonable  return 
on  equity  capital,  and  that  reasonable  return,  in  turn,  is 
measured  somewhat,  not  entirely,  by  a  consideration  of 
factors  having  a  bearing  on  what  constitutes  a  reasonable 
return  on  equity  capital. 

Q.  Well,  do  you  mean  by  your  answer  to  say  that  when 
the  Commission  referred  to  that  method  and  called  it  over¬ 
all  cost  of  invested  capital  that  you  disagree? 

Mr.  Harrison:  I  submit  that  the  Commission  did  not 
make  any  such  statement  in  its  Order  2796  as  stated  by 
counsel  for  Capital  Transit  here. 

Mr.  Await:  It  certainly  did.  It’s  right  here.  “After 
giving  effect  to  this  adjustment,  the  over-all  cost  of  in¬ 
vested  capital  becomes  5.319  percent.” 

Mr.  Harrison:  But  not  the  cost  of  equity. 

Mr.  Await:  That  included  8  percent  on  equity. 

Mr.  Harrison:  That  was  reasonable  return  on  equity. 
That  is  not  your  question. 

Chairman  Flanagan:  Of  course,  Mr.  Await,  that  ques¬ 
tion,  if  allowed  to  stand,  would  be  subject  to  every- 
1303  thing  else  the  Commission  said  in  that  order.  As  I 
recall  it,  we  had  a  definitive  discussion  in  there  to 
the  effect  that  cost  of  equity  capital,  there  is  no  such  thing 
as  cost  of  equity  capital,  as  Mr.  McElfresh  has  explained. 

By  Mr.  Await: 

Q.  Let’s  call  it  return  on  equity  capital.  Do  you  then 
disagree  with  the  Commission?  A.  No,  I  don’t  think  there 
is  any  disagreement.  I  think  the  term  as  used  on  page  38  of 
the  order,  of  the  opinion,  in  Order  2796,  is  rather  general, 
and  I  believe  there  is  some  reference  in  this  opinion  to  the 
point  that  the  Chairman  just  made,  that  there  was  a  dis¬ 
cussion  of  the  return  on  equity  and  for  convenience  it  was 
referred  to  as  cost  of  capital  to  keep  from  repeating  cost 
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of  capital  and  return  on  equity.  I  think  that  is  in  this 
opinion.  At  the  top  of  page  33,  under  the  caption  of  “Rate 
of  Return,”  this  statement  is  made.  “The  cost  of  capital 
method  which  employs  the  actual  cost  of  long-term  debt 
capital  and  preferred  stock  capital  provided,  of  course,  that 
such  costs  are  reasonable,  limits  the  rate  of  return  problem 
to  a  determination  of  a  reasonable  return  on  the  common 
stockholders’  investment.”  So  with  that  statement,  I  think 
there  is  no  disagreement  whatever  between  the  statement 
made  by  the  Commission  and  the  statement  that  I  just  made, 
sir. 

Q.  Well,  then,  what  would  you  call  the  4.78  per¬ 
cent? 

1304  Mr.  Harrison:  I  submit,  if  the  Commission  please, 
there  is  no  reason  wThy  this  witness  should  charac¬ 
terize  the  testimony  of  another  witness.  Mr.  McElfresh  did 
not  derive  the  4.78. 

Mr.  Await:  Mr.  Chairman,  Mr.  McElfresh  agreed  that  he 
had  no  question  as  to  the  figures  on  debt,  no  question  as  to 
the  figure  on  preferred  stock,  and  then  I  asked  him  to  as¬ 
sume  the  8  percent  return  on  equity  and  he  had  no  question 
then  as  to  4.78  percent,  which  Mr.  Kosh  called  bare  cost  of 
capital.  Now,  I  want  to  know  what  he  terms  that. 

Chairman  Flanagan:  We  have  allowed  quite  a  few  ques¬ 
tions.  I  don’t  like  to  characterize  anything  as  improper 
cross-examination,  and  we  try  to  be  liberal  in  the  questions 
permitted.  But  I  agree  with  our  counsel  that  this  witness 
should  not  be  asked  to  give  his  views  as  to  the  conclusions 
reached  by  another  witness.  That  witness’s  views  do  not 
represent  direct  examination  by  this  witness  here. 

Mr.  Await:  Of  course,  they  have  been  doing  it  all  morn¬ 
ing. 

Chairman  Flanagan:  That  is  right.  But  there  comes  a 
point  where  wre  have  to  call  a  halt.  As  I  say,  I  think  we 
have  been  very  liberal  in  what  we  have  allowed. 

Mr.  Await:  What  you  have  allowed  has  been  to  other 
people.  Now  here  comes  an  intervenor  and  you  deny  them 
that. 


1305  Chairman  Flanagan:  I  don’t  think  he  has  been. 

Mr.  Reilly:  I  resent  that.  We  have  let  them  each 

ask  questions  of  witnesses,  each  give  arguments  to  specific 
things  and  they  have  had  complete  latitude,  much  more 
than  I  have  ever  seen  before  any  Commission  in  any  case.  I 
think  Mr.  Await  should  apologize  to  the  Commission. 

Chairman  Flanagan:  This  cross-examination  will  be  per¬ 
mitted  to  continue  on  what  this  witness  has  testified  to. 

By  Mr.  Await: 

Q.  Well,  Mr.  McElfresh,  you  have  suggested  a  cushion  of 
$300,000  above  the  bV>  percent  return,  haven ’t  you  ?  A.  Yes, 
sir,  a  little  less  than  that — $281,000  and  some-odd  dollars. 

Q.  Now,  will  you  turn  to  page  892  of  the  transcript.  In 
describing  your  Exhibit  45,  you  state,  do  you  not,  “The 
company’s  forecast  of  these  costs  for  the  four  months,  Sep¬ 
tember  through  December,  amounted  to  $2,900,873,  and  as 
Schedule  2  indicates,  this  amount  has  been  reduced  by  $85,- 
000.  This  reduction  is  premised  upon  a  comparison  of  the 
company’s  forecast  for  the  same  group  of  accounts  for  the 
months  January  through  August  1950  with  actual  costs  for 
the  same  period.  This  comparison  shows  that  the  forecast 
of  $5,677,657  exceeded  the  actual  of  $5,494,570  for  this  period 
by  $183,087,  or  3.22  percent.  To  allow  some  leeway,  this 
percentage  was  rounded  to  3  percent  and  applied  to 

1306  the  forecast  for  the  four  months  September  through 
December  of  $2,900,873  which  indicated  an  adjust¬ 
ment  of  $87,026.  This  amount  was  further  rounded  off  to 
$85,000.” 

Now,  actually,  if  you  had  not  allowed  this  leeway  of  .22 
and  not  rounded  out  the  figure  of  $87,026  to  $85,000,  you 
would  arrive  at  a  figure  of  $93,408  instead  of  $85,000  as 
shown  on  Schedule  2  of  Exhibit  45,  would  you  not?  A.  I 
would  accept  that  subject  to  check. 

Q.  So  whatever  the  amount  was  of  cushion,  you  said  it 
was  less  than  $300,000,  we  have  another  little  cushion  here 
of  around  $8,000.  A.  A  little  cushion  in  this  adjustment, 
yes. 
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Q.  And  if  you  added  the  $8,000  we  were  just  talking 
about  to  the  $283,000,  is  it,  cushion  that  you  suggested — 
A.  $281,000. 

Q.  That  would  give  you  $289,000,  is  that  right?  A.  That 
is  about  right. 

Q.  Then  if  you  added  the  $1,976,000,  you  would  get  two 
million  twTo  hundred  and  some  thousand.  A.  But  that  is  not 
my  cushion. 

Q.  No,  that  is  not  your  cushion.  That  is  Pepco’s  cushion. 
Then  we  would  have  to  add  to  that  another  little  cushion¬ 
coming  out  of  Mr.  Ferry’s  estimates — he  figured  about 
$50,000.  A.  I  don’t  know  that  I  would  agree  to  that 

1307  entirely.  I  see  no  reason  yet  to  change  my  views 
with  respect  to  the  estimates  for  the  year  1951. 

Q.  You  didn’t  make  any  estimate  for  ’51.  You  accepted 
their  estimates  for  ’51.  A.  That  is  right.  And  I  say  I  have 
no  reason  to  change  my  views  with  respect  to  that  estimate. 

Q.  Now,  on  page  1050  of  the  transcript,  you  stated  “  When 
I  talk  of  8  percent  and  9.8  percent  on  equity,  I  am  referring 
to  capitalization  equity,  that  is  the  total  capitalization  less 
bonds  and  preferreds. ”  Do  you  find  it?  A.  I  believe  that 
is  Mr.  Kosh’s  testimony,  Mr.  Await. 

Q.  It  is?  A.  I  think  so,  sir. 

Q.  I  believe  you  are  correct.  Will  you  look  at  page  924. 
Is  that  your  testimony?  A.  Yes,  that  is  my  testimony,  Mr. 
Await. 

Q.  Look  at  lines  15  to  18  where  you  say  “So  with  the 
decline  in  the  proportion  of  equity  in  the  capital  structure, 
I  think  there  is  a  corresponding  increase  in  risk  which  might 
justify  something  a  little  above  the  8.91  found  by  the  Com¬ 
mission.”  Why  does  the  decline  in  equity  capital  ratio 
justify  an  increase  in  return?  Isn’t  it  true  that  part  of  the 
risk  is  borne  by  the  bondholders  ?  A.  Yes,  but  not  to 

1308  the  extent  that  it  falls  on  the  equity  holders,  I  don’t 
think. 

Q.  But  there  is  some.  A.  There  is  some.  I  think  that 
would  be  reflected  in  the  increased  cost  of  debt  capital. 
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Whereas  you  have  got  to  consider  that  from  an  equity 
standpoint  in  a  little  more  general  vein,  I  believe,  than  you 
do  from  debt.  I  believe  your  debt  is  measured  precisely  by 
the  price  paid. 

Q.  Now,  Mr.  McElfresh,  will  you  again  turn  to  Order  2796. 
I  also  want  to  refer,  in  connection  with  the  order,  to  your 
testimony  on  Transcript  Page  917.  There  you  said  “I  think 
this  approach  is  consistent  with  the  past  policy  of  this 
Commission  as  evidenced  by  the  fact  that  since  1933  no  por¬ 
tion  of  the  substantial  and,  until  1948,  almost  annual  rate 
reductions  were  assigned  to  street  railway  service,  and  in 
only  one  or  two  cases  was  any  portion  of  the  reductions  as¬ 
signed  to  street  lighting  service.” 

In  order  to  be  a  little  more  exact,  will  you  turn  to  page  6 
of  order  2796.  It  shows  on  that  page,  does  it  not,  that  there 
was  a  reduction  in  Pepco’s  rates  in  1934  in  the  amount  of 
$379,841?  A.  Yes,  that  is  correct. 

Q.  Was  there  any  reduction  made  in  that  year  by  the 
Commission  in  Pepco’s  rates  for  energy  to  Capital  Transit 
Company?  A.  I  couldn’t  answer  that  question,  Mr. 
1309  Await.  That,  I  believe,  is  about  the  time  the  Power 
Contract  went  into  effect  and  I  don’t  know  whether 
that  was  taken  into  account  in  this  figure  or  not. 

Q.  Do  you  know  about  ’35?  A.  I  am  reasonably  sure 
that  since  the  Power  Contract  has  been  in  effect  that  no 
portion  of  the  annual  reductions  have  been  assigned  to 
Capital  Transit  Company. 

Q.  So  then  no  portion  of  the  $148,921  reduction  in  ’35; 
the  $310,755  in  ’36;  $504,682  in  ’37;  $770,080  in  ’38;  $393,- 
986  in  ’39;  575,297  in  ’40;  and  the  $338,324  in  1941  or  the 
$311,784  in  1943,  none  of  those  reductions  were  reductions 
to  Capital  Transit  Company.  A.  I  am  pretty  sure  that  is 
correct,  sir. 

Q.  So  out  of  the  total  of  reductions  in  that  period  of  over 
$3,200,000,  no  reductions  were  made  by  the  Commission  to 
Capital  Transit  Company.  A.  Whatever  the  aggregate  of 
those  figures  is,  yes. 


413 


Q.  Isn ’t  it  also  true  that  in  1947  there  were  refunds  made 
of  approximately  $3,180,000  to  customers,  and  no  part  of 
these  refunds  were  made  to  Capital  Transit  Company? 
A.  Well - 

Q.  I  think  that  covers  the  period  from  1944  to  1947  and 
they  were  made  in  1947.  A.  Order  No.  3221,  issued  June 
30,  1947,  provided  for  a  total  refund  of  $3,213,601. 
1310  Q.  Well,  Capital  Transit  did  not  receive  any  part 
of  that  refund.  A.  No.  The  order  itself  specifies 
the  particular  rate  schedules  that  should  receive  that  re¬ 
fund  and  the  method  by  which  the  refunds  should  be  cal¬ 
culated. 

Q.  On  page  8  of  the  order,  2796,  in  the  last  column  on  the 
first  part  of  the  page,  which  is  headed  “Excess  Earnings,’ ’ 
the  total  of  those  excess  earnings  from  1925  to  1942  inclu¬ 
sive  is  shown  as  $16,130,385.49,  I  believe.  A.  That  is  cor¬ 
rect,  sir. 

Q.  From  1934  to  1942  inclusive,  will  you  accept,  subject  to 
check,  that  the  excess  earnings  were  approximately  six- 
and-a-half  million  dollars?  A.  From  ’34  through  ’42? 

Q.  Yes,  sir.  A.  A  little  in  excess  of  that,  yes,  sir,  that  is 
right. 

«#•*•••••* 

1317  Q.  Now,  on  page  911  you  stated,  lines  3  to  7,  and  I 
quote:  “In  an  area  served  by  a  given  substation, 

costs  of  the  power  supply  and  sub-transmission  to  that 
substation  are  identical,  irrespective  of  whether  the  custo¬ 
mers  served  therefrom  are  located  in  the  District  or  Mary¬ 
land.” 

Will  you  please  tell  me,  if  you  know,  what  substa- 

1318  tions  in  the  District  of  Columbia  serve  Maryland 
and  what  substations  in  Maryland  serve  the  District 

of  Columbia? 

Mr.  Reilly:  Just  a  minute,  please.  That  was  not  a 
direct  quotation. 

Mr.  Await:  It  was  meant  to  be. 

Mr.  Reilly:  It  should  be  “located  in  the  District  or 
Maryland.” 
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Mr.  Await:  Correct. 

A.  I  don’t  know  how  close  I  can  come  to  answering  that, 
Mr.  Await..  I  haven’t  made  a  specific  study,  but  I  know 
from  the  map — I  don’t  know  how  close  I  can  come  to 
answering  that  question  directly,  Mr.  Await. 

By  Mr.  Await: 

Q.  You  said  you  made  no  specific  study?  A.  I  made  no 
specific  study  of  that  fact,  but  I  do  know  there  are  certain 
substations  located  in  the  vicinity  of  the  boundary  line 
between  the  District  and  Maryland. 

Q.  Would  you  know  the  proportion  of  loads  to  the  two 
jurisdictions  served  by  such  substations?  A.  No,  I  would 
not.  Not  without  a  study. 

**##•••••* 

1322  Q.  Mr.  McElfresh,  is  it  merely  on  the  assumption 
that  since  the  Maryland  Commission  has  accepted 

the  rates  found  by  P.  TJ.  C.  on  an  overall  basis  from  1925 
on,  as  testified  by  you  on  page  910,  that  you  base  your 
statement  that,  as  I  understand  it,  they  will  accept  the 
findings  as  to  Pepco  by  this  Commission  in  this  hearing, 
and  that  the  Virginia  Commission  will  likewise  follow 
suit? 

Mr.  Harrison:  I  don’t  believe  this  witness  undertook  to 
state  what  the  Maryland  Commission  would  do. 

A.  Would  you  read  that  question? 

1323  (The  reporter  read  the  pending  question.) 

The  Witness :  I  don’t  know  that  I  could  state  what 
either  the  Maryland  or  the  Virginia  Commission  would  do. 
I  would  hope  that  they  would,  and  I  do  know  that  they  have 
participated  in  this  case  informally. 
*#**•••••* 
By  Mr.  Reilly: 

*#*#•*••** 

1329  Q.  Mr.  McElfresh,  will  you  please  turn  to  your 
Exhibit  43.  A.  I  have  it,  Mr.  Reilly. 
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Q.  With  respect  to  the  column  headed  “Available  for 
Common,”  you  indicated,  Transcript  875,  lines  7  and 
9,  that  you  increased  the  figures  presented  by  Mr. 

1330  Dunn  beginning  with  December  31,  1950,  and  ending 
with  November  30,  1951,  by  $198,000,  to  cover  the 

transfer  of  the  balance  of  the  deferred  credit  account  to 
income  during  the  month  of  December  1950;  is  that  correct? 
A.  That  is  correct,  sir. 

Q.  Did  you  or  did  you  not  adjust  the  figures  shown  for 
the  periods  ended  in  1950  and  1951  to  reflect  the  calculations 
made  by  you  in  your  Exhibits  45  and  46?  A.  No,  only 
with  respect  to  this  $198,000.  That  was  the  only  adjust¬ 
ment  made.  Otherwise  these  figures  are  identical  with 
Mr.  Dunn’s. 

Q.  If  you  had  reflected  these  adjustments,  it  would 
change  the  figures  for  1950  and  1951,  would  it  not?  A.  Yes, 
it  would.  In  1950, 1  believe  it  would  be  reflected  on  Exhibit 
45  that  the  earnings  per  share  at  the  end  of  the  period 
and  averaged  for  the  period — Exhibit  45  shows  that  earn¬ 
ings  per  share  at  the  end  of  the  period  would  be  SO1/-?  cents 
per  share,  as  compared  with  the  94  cents  shown  on  Exhibit 
43;  and  on  the  average  per  share  it  would  be  94.4,  com¬ 
pared  with  the  98  cents  shown  on  Exhibit  43. 

And  for  1951,  taking  into  account  the  adjustments  made 
on  Exhibit  46,  the  earnings  per  share  on  the  shares  out¬ 
standing  at  the  end  of  the  period  would  be  76.9  cents,  com¬ 
pared  with  75,  appearing  on  Exhibit  43;  and  on  the 
average  shares  for  that  period,  87.9  cents,  compared 

1331  with  86  cents  on  Exhibit  43. 

Q.  Now  will  you  be  good  enough  to  turn  to  page 

877  of  the  transcript,  and  I  am  directing  your  attention  to 
>  lines  22-24.  You  state  there  that  the  amount  of  equity 
capital  has  been  adjusted  to  include  the  items  covered  by 
the  cross  examination  of  Mr.  Dunn  on  his  Exhibit  No.  6. 
Is  that  correct?  A.  That  is  correct,  sir. 

Q.  What  were  the  major  items  reflected  in  this  adjust¬ 
ment  of  equity  capital?  A.  In  1949 — and  this  is  true  also 
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in  1950  and  1951 — capital  stock  expense  was  deducted  from 
equity  capital.  That  is  the  only  difference  in  1949  between 
figures  reflected  on  page  2,  I  believe,  of  Exhibit  44,  and 
Mr.  Dunn’s  exhibit. 

In  1950,  the  tax  effect  of  the  May  1950  financing  and 
the  duplicate  interest  payments  were  also  adjusted  in 
arriving  at  equity  capital.  I  believe  Mr.  Dunn  did  not 
make  that  adjustment  to  equity  capital,  for  the  reason 
that  it  was  excluded  from  his  income  statement;  but  even 
if  it  is  excluded  from  income,  it  would  still  have  its  effect 
upon  equity,  and  we  have  made  that  adjustment.  And  I 
believe  in  December  1950  we  have  also  included  the  trans¬ 
fer  from  deferred  credit  account,  which  Mr.  Dunn  did  not. 
In  1951,  of  course,  the  tax  adjustment  and  the  duplicate 
interest  in  connection  with  the  1950  financing,  as  well  as 
the  transfer  from  the  deferred  credit  account,  would 
1332  affect  each  of  the  equity  figures  for  the  twelve 
months  during  1951. 

Q.  By  your  comments  on  page  877,  you  did  not  mean  to 
infer  that  Mr.  Dunn  had  agreed  that  all  of  these  adjust¬ 
ments  should  be  made,  did  you?  A.  On  page  877?  You 
are  referring  to  the  quotation  you  read? 

Q.  Yes.  A.  No,  I  don’t  believe  Mr.  Dunn  agreed  with 
the  deduction  of  capital  stock  expense  from  equity. 

Q.  As  a  matter  of  fact,  as  a  result  of  cross  examination 
by  your  eminent  counsel,  he  specifically  took  exception  to 
the  principle  of  deducting  capital  stock  expense?  A.  I 
believe  that’s  correct. 

Q.  I  direct  you  to  page  276.  A.  Yes,  sir,  I  read  that 
this  morning. 

Q.  I  will  direct  your  attention  to  pages  271,  272,  and  273 
of  the  transcript,  and  ask  you  if  it  does  not  show  that  Mr. 
Dunn  did  not  subscribe  to  the  inclusion  of  the  transfer 
from  the  deferred  credit  account  to  income,  because  as  he 
explained  his  exhibits  were  developed  in  order  to  portray 
earnings  from  operations.  A.  Well,  there  I  believe,  Mr. 
Reilly,  Mr.  Dunn  was  talking  about  operating  income  and 


not  equity  capital,  although  I  would  assume  from  that  that 
he  would  take  the  same  position  as  he  did  with  re- 

1333  spect  to  the  tax  adjustment  that  he  wanted  to  reflect 
income  from  operations  both  in  the  income  state¬ 
ment  and  in  equity  capital.  I  think  it  is  still  a  fact  that, 
irrespective  of  whether  or  not  you  treat  it  as  operating 
income,  it  will  have  its  effect  upon  equity. 

Q.  Will  you  turn  to  Exhibit  No.  44,  please.  This  exhibit, 
is  it  not,  is  a  mathematical  calculation  to  show  what  the 
earnings  would  have  been  for  the  past  periods  and  would 
be  for  the  future  periods  at  the  P.  U.  C.  allowable  basic 
return!  A.  That  is  right. 

Q.  Did  you  intend  to  infer  from  this  exhibit  that  the 
Company  has  actually  experienced  in  all  of  these  past 
periods  or  will  experience  in  the  future  periods  earnings 
under  existing  rates  equal  to  the  5%  percent?  A.  No. 

Q.  Isn’t  it  true  that  the  actual  earnings  of  the  Company 
have  been  equal  to  or  above  the  amount  computed  under 
the  basic  return,  as  shown  on  this  Exhibit  44,  for  only 
the  periods  ending  February  28,  1949,  through  December 
31,  1949? 

I  hate  to  be  novel  and  use  an  expression  that  hasn’t 
been  used  in  this  case,  but  would  you  accept  that  subject 
to  check?  A.  I  would  like  to  have  that  read. 

(The  reporter  read  the  pending  question.) 

A.  I  would  like  to  check  that,  though.  I  will  say  that, 
subject  to  check. 

1334  Q.  Is  it  not  also  true,  Mr.  McElfresh,  that  the 
only  reason  why  at  any  time  during  the  periods 

shown  on  Exhibit  No.  44  the  actual  earnings  were  in  excess 
of  the  basic  return  is  that  during  each  of  such  periods 
the  Company’s  large  investment  in  the  Alexandria  plant 
was  not  included  in  the  rate  base  ?  A.  Read  that,  please. 

(The  reporter  read  the  pending  question.) 

The  Witness :  Yes,  I  think  if  the  investment  in  the  Alex¬ 
andria  plant  had  been  in  the  rate  base  the  return  earned 
for  those  periods  would  have  been  below  the  basic  return. 
I  believe  that  is  true,  sir. 
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Q.  Mr.  McElfresh,  will  you  now  turn  to  Exhibit  No. 
45.  I  believe  in  preparing  this  exhibit  you  made  various 
adjustments  to  the  recorded  figures,  including  one  to  re¬ 
duce  the  Company’s  estimate  of  certain  operating  expense, 
another  to  eliminate  the  non-recurring  items  arising  from 
the  1950  financing,  and  another  to  reflect  the  effect  of  the 
Revenue  Act  of  1950. 

Taking  the  last  column  of  this  exhibit,  would  you  give 
us  the  pertinent  figures  for  net  operating  revenues,  net 
operating  income,  gross  income,  and  amount  available 
for  common  that  would  result  by  the  application  of  the  new 
tax  rates  contained  in  the  Revenue  Act  of  1950,  without 
the  adjustment  of  the  operating  expense  at  the  same  time? 

A.  And,  I  take  it,  also  without  the  adjustment  for 
1335  the  non-recurring  tax  savings? 

Q.  With  that  adjustment.  We  asked  you  to  be 
prepared  to  give  us  these  figures,  I  believe,  Mr.  McElfresh. 
A.  Yes.  If  we  eliminate  the  $85,000  adjustment  and  the 
related  tax  effect  of  that  adjustment,  which  is  $37,302,  it 
would  reduce  net  operating  income  and  gross  income  by 
$47,698.  The  net  operating  revenues  of  $6,431,190  would 
be  reduced  to  $6,383,492.  The  gross  income,  $6,603,503, 
would  be  reduced  to  $6,555,805.  And  the  amount  available 
for  common  would  be  reduced  from  $3,859,476,  to  $3,811,778. 

I  would  like  to  add  that  the  $85,000  was  not  an  adjust¬ 
ment  of  recorded  figure  but  an  adjustment  of  the  estimated 
expenses  during  the  last  four  months  of  1950. 

Q.  I  believe  we  also  asked  you  to  be  prepared  to  give 
us  some  figures  showing  the  resulting  ratios  on  lines  21 
through  26,  on  the  basis  of  the  figures  which  you  have 
just  given.  Do  you  have  those,  Mr.  McElfresh?  A.  The 
times  interest  earned  would  be  reduced  from  2.82  to  2.80. 
The  times  interest  and  preferred  dividends  earned  would 
be  reduced  from  2.41  to  2.39.  The  earnings  per  share  of 
common  outstanding  at  the  end  of  the  year  would  be  re¬ 
duced  from  901/o  cents  to  89.4  cents.  And  the  earnings 
on  the  average  number  of  shares  outstanding  would  be 
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reduced  from  94.4  cents  to  93.3  cents.  The  return  on  the 
weighted  rate  base  would  be  reduced  from  4.84  to 
4.80. 

1336  Q.  Mr.  McElfresh,  from  the  figures  which  you 
have  given  me,  can  you  state  what  the  net  operating 

revenues,  as  shown  on  line  12  of  this  Exhibit  45,  would 
have  to  be  to  provide  a  return  of  5^4  percent  on  the  esti¬ 
mated  rate  base  which  you  have  shown  on  $137,070,575? 
A.  That  is  before  the  adjustment  for  the  sliding  scale? 

Q.  Yes,  sir.  A.  The  net  operating  revenues  to  provide 
a  return  of  5%  percent  on  the  rate  base  would  be  the  same 
as  I  testified  to,  I  believe,  in  explaining  this  exhibit, 
namely,  $7,538,822.  The  deficiency  would  therefore  be, 
in  net  operating  revenues,  without  consideration  of  the 
deferred  credit  account,  $1,155,390  below  that  figure.  Now, 
to  increase  that  to  the  gross  level,  using  the  tax  factor 
of  56.115,  an  increase  in  the  gross  of  $2,058,968  would  be 
necessary. 

Now,  I  believe  it  would  also  be  pertinent  to  show  the 
amount  of  increase  in  gross  that  would  be  necessary  at  the 
net  operating  income  level  reflected  on  line  14  of  the 
exhibit.  There  the  deficiency  would  be  $957,228,  and  the 
increase  in  gross  necessary  to  eliminate  that  deficiency, 
calculated  on  the  same  tax  factor  of  56.115  would  be 
$1,705,833. 

Q.  Mr.  McElfresh,  in  your  direct  testimony  in  explain¬ 
ing  Exhibit  45  you  stated  that  you  had  eliminated  the  dupli¬ 
cate  interest  paid  and  the  non-recurring  tax  savings 

1337  resulting  from  the  1950  financing.  Is  that  correct? 
A.  That  is  correct. 

Q.  And  you  stated,  did  you  not,  at  page  894  of  the  tran¬ 
script,  lines  6  through  9:  “The  purpose  of  the  income 
statement  reflected  in  this  exhibit  is  to  show  the  going  level 
of  income  at  existing  rates.  To  do  this  it  is  necessary  to 
eliminate  substantial  non-recurring  items.  The  payment 
of  duplicate  interest  and  the  tax  savings  realized  from 
the  1950  financing  as  well  as  the  call  premium  on  the  bonds 
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redeemed  are  extraordinary  items  of  a  non-recurring 
nature.” 

Have  I  read  that  correctly?  A.  That  is  correct,  sir. 

Q.  I  believe  that  when  you  testified  with  respect  to 
the  same  exhibit  you  said  that  in  computing  the  Company’s 
net  operating  income  you  included  the  entire  balance  of  the 
deferred  credit  account,  amounting  to  $198,162.  Is  that 
correct?  A.  That  is  correct. 

Q.  It  is  true,  is  it  not,  that  there  would  be  no  balance 
in  the  deferred  credit  account  after  this  sum  of  $198,162 
is  transferred  from  the  Company’s  income  account?  A. 
That  is  correct. 

Q.  By  including  the  $198,000  item  in  this  exhibit,  it 
shows,  does  it  not,  if  nothing  else,  that  the  Company’s 
going  level  of  income  at  existing  rates  is  at  a  lower  level 
than  as  indicated  by  this  exhibit?  A.  Considering 
1338  that  as  a  non-recurring  item,  I  think  that  is  true. 

Q.  Will  you  please  explain  to  me  why  the  item  of 
$198,162  may  be  properly  included  in  an  exhibit  designed 
to  show  the  going  level  of  income  at  existing  rates?  A. 
Well,  I  think  it  is  a  known  fact  that  that  will  be  the 
income  of  the  company  this  year.  Now,  I  think  that  the 
transfer  of  the  deferred  credit  account  is  a  very  definite 
part  of  your  existing  rate  structure,  and  that  much  revenue 
or  income  will  be  realized  by  the  Company  during  the 
year  1950.  Now,  I  attach  no  special  significance  to  the 
year  1950  in  my  final  recommendation,  so  that  I  don’t  think 
it  has  a  material  effect. 

Q.  Since  there  will  be  nothing  in  the  deferred  credit 
account  after  this  transfer,  and  since  in  any  event  trans¬ 
fers  from  the  deferred  credit  account  are  only  made  when 
the  Company’s  earnings  are  deficient,  is  not  that  item 
equally  as  non-recurring  as  the  duplicate  interest  and  tax 
savings  which  we  have  just  mentioned  a  few  minutes  ago? 
A.  Yes.  Incidentally,  on  recurring  and  non-recurring,  at 
the  present  viewpoint  I  will  agree  with  that. 

Q.  Will  you  be  good  enough  to  go  to  Exhibit  46,  Mr. 
McElfresh,  please.  I  have  some  more  questions  in  which 
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we  have  asked  you  to  be  prepared  to  submit  certain  cal¬ 
culations. 

Exhibit  46  shows,  I  believe,  two  types  of  adjust- 

1339  ments,  one  by  which  you  have  reduced  the  Com¬ 
pany’s  forecast  of  certain  expenses  in  1951,  and 

another  to  reflect  the  effect  that  the  tax  rates  for  the  year 
1951  presently  prescribed  under  the  Revenue  Act  of  1950 
will  have.  Now  I  am  going  to  ask  you  for  certain  figures 
that  will  relate  to  applying  the  tax  rates  prescribed  under 
the  Revenue  Act  of  1950  to  the  column  on  this  exhibit 
headed  “Company  Forecast.” 

By  applying  these  new  tax  rates  to  the  column  headed 
“Company  Forecast,”  what  would  be  the  amounts  for  net 
operating  income,  gross  income,  and  amount  available  for 
common?  A.  The  net  operating  income  figure  appearing 
on  line  14  under  the  column  “Company  Forecast”  would 
be  reduced  by  $361,562,  which  is  the  amount  of  the  tax 
adjustment  appearing  on  Schedule  2  of  this  exhibit.  So 
the  adjusted  net  operating  income  world  be — that  is  with 
that  one  adjustment — would  be  $6,413,316.  The  gross  in¬ 
come  would  be  reduced  from  the  same  amount  and  would 
be  $6,369,366.  The  amount  available  for  common  would  be 
reduced  form  $3,857,863  to  $3,496,301. 

Q.  Mr.  McElfresh,  can  you  '?lace  in  the  record  the  ratio 
figures  in  line  21  and  26  the  resulting  ratios  of  the  figures 
that  you  have  just  given  me?  A.  Yes.  The  times  interest 
earned  would  be  reduced  from  2.76  to  2.58.  The  times  in¬ 
terest  and  preferred  dividends  earned  would  be  reduced 
from  2.37  to  2.22.  The  earnings  per  share  of  common 
shares  oustanding  at  the  end  of  the  period  would  be 

1340  reduced  form  76.9  cents  to  68  cents;  and  on  the 
average  for  the  year  from  87.9  cents  to  78  cents.  The 

rate  of  return  earned  would  be  reduced  from  4.69  percent 
to  4.39  percent. 

Q.  With  a  net  operating  income  of  $6,313,316,  what  would 
be  the  deficiency  below  a  basic  return  of  5%  percent  on 
the  weighted  rate  base  of  $146,042,747,  as  shown  on  line  26? 
A.  $1,619,035. 
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Q.  What  would  be  the  net  operating  income  deficiency 
at  the  gross  income  level,  using  the  tax  factor  of  53.2125 
which  you  used,  as  indicated  on  line  11,  page  902  of  the 
transcript?  A.  $3,042,584. 

Q.  On  that  same  page  of  the  transcript,  902,  Mr.  McEl- 
fresh,  line  10, 1  believe  you  stated  that  it  would  be  necessary 
to  increase  Pepco ’s  operating  revenues  during  the  year  1951 
by  $2,218,943,  in  order  for  it  to  have  net  operating  income 
in  the  year  1951  equal  to  S1/^  percent  of  its  weighted 
rate  base  for  the  twelve  months  ending  December  31,  1951. 
Do  you  find  that  statement  on  that  page  ?  A.  In  substance. 
Not  in  all  those  words. 

Q.  I  am  sure  it  is  stated  better  in  the  record  than  I 
stated  it.  A.  I  think  that  was  very  well  stated,  Mr. 
Reilly. 

1341  Q.  Mr.  McElfresh,  in  determining  the  amount  you 
used,  your  estimate  of  net  operating  income  of  the 
Company  under  existing  rates  for  the  calendar  year  1951 
is  $6,851,596,  as  shown  in  the  last  column  of  Exhibit  46  on 
line  14.  Is  that  correct?  A.  That  is  correct. 

Q.  The  amount  of  the  basic  return  you  used  in  that  com¬ 
putation  was  $8,032,351,  computed  at  5%  percent  of  the 
weighted  rate  base  as  of  December  31, 1951,  of  $146,042,747, 
shown  on  line  26  of  Exhibit  46.  Is  that  correct?  A.  That 
is  correct,  sir. 

Q.  The  tax  factor  which  you  used  to  relate  net  operating 
income  to  the  gross  operating  revenue  level  in  these  calcu¬ 
lations  for  the  year  1951  is  53.2125.  Is  that  correct? 
A.  That  is  correct. 

Mr.  Reilly:  I  have  been  reviewing  these  basic  figures 
which  you  used  with  you,  Mr.  McElfresh,  because  a  little 
later  on  I  will  ask  you  to  relate  certain  other  figures  to 
them,  in  order  more  clearly  to  demonstrate  the  Company’s 
probable  deficiency  in  earnings  for  the  year  1951  under 
existing  rates. 

***#•••••* 


1343  Q.  Mr.  McElfresh,  when  we  adjourned  on  Monday, 
November  6th,  I  had  been  reviewing  with  you  basic 

figures,  so  that  later  we  could  try  to  demonstrate  the  Com¬ 
pany’s  probable  deficiency  in  earnings  for  the  year  1951 
under  existing  rates. 

I  would  like  to  review  with  you  briefly  the  effect  of  the 
recommendation  you  made  in  your  direct  testimony  as  to 
the  amount  of  increase  in  gross  operating  revenues.  I  be¬ 
lieve  you  recommended  that  Pepco  should  have  an  overall 
increase  in  the  vicinity  of  21/*  million  dollars;  is  that  cor¬ 
rect?  A.  That  is  correct,  sir. 

Q.  This  increase  of  2^  million  dollars  which  you  recom¬ 
mended  was,  I  believe,  for  the  calendar  year  1951?  A. 
That  is  correct. 

Q.  If  your  recommendation  were  adopted,  effective  with 
January  1951  revenues,  will  you  accept  subject  to  check 
that  the  twelve-month  period  ended  November  30,  1951, 
would  be  the  first  twelve-month  period  for  which  the 

1344  Company  could  earn  even  a  52/2  percent  return  on  its 
weighted  rate  base?  A.  I  expect  that  is  probably 

correct,  Mr.  Reilly.  I  would  have  to  check  that,  though. 

###*•##••* 

1345  Q.  Do  you  think  that  the  issue  would  be  successful 
if  Pepco  could  not  demonstrate  at  the  time  the  issue 

was  offered  that  it  had  current  earnings  adequate  to  sup¬ 
port  the  issue?  A.  Well,  I  think  if  it  can  be  demonstrated 
that  the  immediate  earnings  and  the  immediate  past,  even 
though  that  may  not  be  sufficient  to  support  it — if  it  can 
be  demonstrated  that  the  going  level  of  income  is  sufficient 
to  support  that,  and  with  prospects  for  the  future  indicat¬ 
ing  that  the  additional  stock  can  be  supported,  I  would  say 
that  it  would  not  be  a  failure.  I  would  say  that  that  stock 
would  be  accepted  by  the  market. 
*###•••••* 

1347  Q.  Now  let  us  explore  a  little  further  the  effect 
of  your  recommendation.  In  recommending  the  21/*> 
million  dollar  increase  for  the  year  1951,  you  recognized, 
did  you  not,  that  Pepco  should  be  provided  a  cushion  over 
and  above  your  strict  computation  of  an  estimated  5% 
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percent  return  on  an  estimated  weighted  rate  base?  A. 
Yes,  that  is  correct. 

Q.  As  I  understand  your  proposal,  then,  you  are  suggest¬ 
ing  a  cushion  at  the  gross  operating  level  of  approximately 
$281,000?  A.  That  is  correct. 

Q.  Which  would,  under  the  proposed  1951  tax  rates, 
amount  to  approximately  $150,000  at  the  net  operating 
level?  A.  That’s  about  right,  sir. 

Q.  I  believe  that  your  testimony  at  pages  906  and  907 
indicates  that  you  have  suggested  this  cushion  to  possibly 
provide  for  increase  in  labor  or  material  costs  over  that 
you  used  in  your  estimate,  and  possible  further  increases  in 
taxes  or  possible  reductions  in  revenue;  is  that  correct?  If 
you  will  start  at  line  20,  Mr.  McElfresh,  with  the  word  be¬ 
ginning  “demands.”  I  believe  that  carries  in  substance 
the  question  which  have  asked  you.  A.  Yes,  I  think  that’s 
correct,  sir. 

Q.  Now,  if  you  will  turn  to  page  907,  Mr.  McEl- 
1348  fresh,  and  start  reading  to  yourself,  please,  with  line 
23  and  over  into  the  next  page. 

Don’t  you  state  there  that  in  your  opinion  the  cushion 
proposed  by  you  would  allow  sufficient  leeway  to  compen¬ 
sate  for  possible  errors  in  the  estimate,  speaking  of  your 
estimate?  A.  Yes,  that  is  right. 

Q.  Will  you  accept  subject  to  check  that  $281,000  would 
provide  for  a  variation  of  only  7/10  of  1  percent  in  rela¬ 
tion  to  the  gross  operating  revenues  of  $41,847,000  esti¬ 
mated  for  1951?  A.  That’s  about  right. 

Q.  Now,  also  subject  to  check,  will  you  accept  that  the 
$281,000  cushion  proposed  by  you  would  provide  for  a 
variation  of  only  1.1  percent  in  total  operating  expenses 
forecast  by  you  of  $26,492,000?  A.  That’s  about  right. 

Q.  Now,  again  subject  to  check,  will  you  accept  that  an 
increase  in  taxes  on  income  of  approximately  $150,000 
would  wipe  out  this  cushion,  and  that  therefore  it  does  not 
provide  for  much  of  an  increase  in  existing  tax  rates? 
A.  That’s  correct. 
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Q.  You  indicated  in  your  testimony,  page  907,  as  a  fur¬ 
ther  reason  for  your  proposed  cushion  that  because  the 
deferred  credit  account  will  be  entirely  exhausted  as  of 
December  31,  1950,  if  actual  earnings  should  fall  be- 

1349  low  the  basic  return,  there  would  be  no  means  of 
increasing  the  Company’s  income  to  the  5%  percent 

level?  A.  Yes,  that  is  a  correct  statement. 

Q.  That  is  contained  in  lines  18  to  22?  A.  That’s  right. 

Q.  Now,  assume  that  the  results  for  the  year  1951  came 
out  exactly  as  you  have  forecasted,  you  will  agree,  will  you 
not,  that  the  earnings  above  a  5%  percent  return  would 
approximate  $150,000?  A.  Yes. 

Q.  With  the  Modified  Sliding  Scale  Plan  in  operation, 
the  amount  that  would  be  retained  by  the  Company  above 
the  5 V>  percent  return  would  be  slightly  less  than  $75,000? 
A.  That’s  right. 

Q.  I  would  like  now  for  you  to  compare  that  amount  of 
$75,000  with  the  Company’s  actual  experience  of  earnings 
from  operations  during  the  last  few  years.  Will  you  accept 
subject  to  check  that  in  the  year  1947,  which  was  the  year 
immediately  prior  to  the  adoption  of  the  Modified  Sliding 
Scale  Plan,  the  Company’s  earnings  were  about  $479,000 
below  the  P.  U.  C.  allowable  basic  return?  A.  I  know  they 
were  below.  I  will  accept  that  subject  to  check,  yes. 

Q.  Again  subject  to  check,  will  you  accept  that  the  Com¬ 
pany’s  earnings  from  operations  in  the  year  1948 

1350  were  approximately  $651,000  below  the  amount  of 
the  P.  U.  C.  allowable  basic  return?  A.  It  was  some¬ 
where  in  that  vicinity,  yes. 

Q.  Again  subject  to  check,  will  you  accept  that  in  the 
year  1949  the  Commission  found  the  Company’s  earnings 
from  operations  to  be  approximately  $272,000  above  the 
amount  of  the  P.  U.  C.  basic  return?  A.  Yes,  that’s  about 
right. 

Q.  Now,  again  subject  to  check,  will  you  accept  that  de¬ 
ficiency  in  earnings  from  operations  for  this  year  will  be 
about  $1,107,000  below  the  P.  U.  C.  basic  return?  A.  My 
estimate  was  $909,530. 


426 


Q.  But  that  had  taken  into  consideration  the  transfer 
of  $198,000  from  the  deferred  credit  account,  had  it  not, 
Mr.  McElfresh?  A.  That’s  right,  it  did. 

Q.  My  question  was  directed  to  the  earnings  from  opera¬ 
tions?  A.  Yes,  that  would  be  $1,107,000  without  the  trans¬ 
fer  from  the  deferred  credit  account. 

Commissioner  Spencer:  How  many  months  actual  is 
that? 

The  Witness:  Eight  months  actual  and  four  months  es¬ 
timated. 

By  Mr.  Reilly: 

Q.  Thus,  during  the  last  four  years,  including 

1351  1950,  the  Company  will  have  experienced  a  net  total 
of  over  $1,900,000  of  earnings  deficiency  below  the 

allowable  P.  U.  C.  basic  return  as  determined  by  the  Com¬ 
mission?  A.  I  will  accept  that  subject  to  check. 

Q.  You  have  already  testified  that  in  your  opinion  the 
balance  in  the  deferred  credit  account  will  be  depleted  at 
the  end  of  this  year  1950?  A.  Yes.  I  don’t  think  there  is 
any  question  about  that. 

Q.  Now,  going  back  again  to  this  forecast  which  you  have 
used  for  1951,  let’s  assume  that  it  came  out  exactly  as  you 
forecasted  and  revenues  are  increased  21/*  million  dollars. 
Will  you  accept  subject  to  check  that  at  the  end  of  the  year 
1951  there  would  be  slightly  under  $75,000  to  be  trans¬ 
ferred  from  income  to  the  deferred  credit  account?  A. 
Yes,  that’s  about  right,  sir. 

Q.  Again  subject  to  check  that  the  balance  of  $75,000  was 
in  the  deferred  credit  account  as  of  December  31,  1951, 
would  it  amount  to  2/10  of  1  percent  of  annual  operating 
revenue?  A.  Approximately  that,  yes. 

Q.  All  of  these,  Mr.  McElfresh,  it  is  understood  are  sub¬ 
ject  to  your  subsequent  check.  A.  Yes. 

Q.  What  is  the  minimum  percent  which  the  Modi- 

1352  fied  Sliding  Scale  Plan  indicates  as  being  desirable 
for  the  balance  in  the  deferred  credit  account  in  re¬ 
lation  to  annual  operating  revenue?  A.  Three  percent. 
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Q.  Let  me  review  with  you  briefly,  Mr.  McElfresh,  the 
effect  of  setting  rates  for  the  future  on  the  basis  of  a  spe¬ 
cific  rate  of  return  on  a  weighted  rate  base.  Assume,  if 
you  will,  that  Pepco’s  rates  were  established  so  as  to  pro¬ 
vide  for  a  given  period,  say  the  twelve  months  ending 
December  31,  1951,  earnings  exactly  equal  to  a  specific  rate 
of  return  on  its  weighted  rate  base.  Is  it  not  true  that  if 
no  other  change  took  place  except  the  passage  of  time, 
which  under  the  formula  increases  the  weighted  rate  base, 
the  earnings  would  not  equal  the  same  specified  rate  of 
return  on  the  weighted  rate  base  for  any  twelve-month 
period  thereafter? 

Mr.  Await :  May  I  ask  that  that  question  be  read  ? 

(The  reporter  read  the  pending  question.) 

A.  Yes,  I  think  that  would  be  true,  but  I  think  it  is  a 
little  unrealistic  to  assume  there  would  be  no  other  changes 
other  than  the  passage  of  time.  The  reason  that  would  be 
true  is  that  with  no  additions  to  the  rate  base  beyond  ’51, 
the  unweighted  rate  base  for  the  year  ’51  would  in  effect 
become  the  weighted  rate  base  for  the  year  ’52  and  periods 
thereafter;  and  if  revenue  remained  at  the  same  level  and 
expenses  remained  at  the  same  level,  the  return 
1353  would  be  below  any  stipulated  return  on  the  higher 
rate  base.  But  that  I  say  is  a  little  unrealistic. 

Q.  Will  you  please  turn  to  page  883  of  the  transcript, 
Mr.  McElfresh.  A.  I  have  it,  sir. 

Q.  Now,  beginning  on  line  2  of  page  883  you  state:  “In 
the  first  place,  the  capitalization  of  the  Company  should 
generally  closely  approximate  the  rate  base,  and  in  the 
absence  of  financing  construction  needs  in  advance  this 
situation  will  normally  prevail.  Therefore,  a  percentage 
on  total  capitalization  is  closely  akin  to,  if  not  identical 
with,  the  orthodox  rate  of  return  applied  to  a  rate  base.” 
Is  that  a  correct  quotation?  A.  Yes,  sir. 

Mr.  Await:  You  left  out  the  word  “return.” 

Mr.  Reilly:  That’s  right.  I  read  “Therefore,  a  per¬ 
centage,”  and  it  should  read  “Therefore,  a  percentage  re¬ 
turn  on  total  capitalization.” 
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By  Mr.  Reilly: 

Q.  Did  you  answer?  Is  that  a  correct  quotation  with 
the  correction  that  was  made?  A.  Yes,  sir. 

Q.  As  of  December  31,  1951,  will  the  total  capitalization 
of  Pepco  approximate  $160,000,000?  A.  Yes.  That  is  a 
figure  appearing  on  Mr.  Dunn’s  Exhibit  6,  Sheet 

1354  2— $160,589,000. 

Q.  I  take  it  from  your  previous  testimony  that 
you  will  agree  that  when  Pepco  borrows  money,  either  on 
a  temporary  or  a  permanent  basis,  it  immediately  becomes 
obligated  to  pay  interest  on  the  entire  sum  borrowed  as 
such  interest  accrues?  A.  From  that  date  forward,  but 
not  for  any  twelve-month  period  preceding  that  date. 

Q.  I  assume  then  that  you  will  also  agree  that  when  the 
Company  issues  and  sells  common  stock  it  becomes  neces¬ 
sary  for  it  to  meet  the  ensuing  dividend  requirements  on 
such  stock?  A.  Yes,  sir. 

Q.  Do  you  agree  that  total  capitalization,  if  to  the  ex¬ 
tent  possible  financing  has  been  done  on  an  “as  needed” 
basis  referred  to  by  you,  is  an  item  which  should  be  con¬ 
sidered  in  the  establishment  of  an  adequate  level  of  earn¬ 
ings  ?  A.  Will  you  read  that,  please  ? 

(The  reporter  read  the  pending  question.) 

The  Witness :  Yes,  I  think  consideration  has  to  be  given 
to  capitalization. 

Q.  I  take  it  that  you  will  agree  that  the  amount  reflected 
in  the  unweighted  rate  base  as  of  any  given  time  represents 
the  actual  investment  which  the  Company  has 

1355  made  in  property  as  of  that  date?  A.  Yes,  that’s 
right. 

Q.  Will  you  also  agree  that  the  unweighted  rate  base  as 
of  a  given  date  more  closely  approximates  the  total  capi¬ 
talization  as  of  that  same  date  than  does  the  weighted 
rate  base?  For  instance,  the  unweighted  rate  base  esti¬ 
mated  for  December  31, 1951,  is  approximately  $153,000,000, 
as  compared  with  a  rate  base  of  approximately  $146,000,- 
000  and  a  capitalization  of  approximately  $160,000,000. 
A.  Yes,  I  would  agree  with  that  statement. 
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Q.  Now,  with  respect  to  the  weighted  rate  base  as  of 
any  specific  date,  would  you  agree  that  it  represents  the 
Company’s  average  net  investment  in  property  over  the 
past  twelve-months’  period  ending  with  the  specified  date? 
A.  Yes,  that’s  correct. 

Q.  Will  you  also  agree  that  in  establishing  rates  we  are 
establishing  rates  for  the  future?  A.  Yes,  sir. 

Q.  In  your  proposal  for  an  increase  of  2*4  million  dol¬ 
lars,  you  are  using  as  a  measure  of  its  adequacy  the  situa¬ 
tion  that  will  exist  at  the  close  of  the  year  1951.  That 
is  correct,  isn’t  it?  A.  The  situation  that  exists  during  the 
year  1951,  I  would  say. 

Q.  I  will  accept  that,  Mr.  McElfresh.  You  do  that  be¬ 
cause  you  realize  that  Pepco  will  not  receive  the 
1356  benefit  of  any  increase  in  the  rates  for  a  full  year 
until  twelve  months  after  the  effective  date  of  the 
Commission’s  order  establishing  such  rates;  is  that  cor¬ 
rect?  A.  I  think  that’s  correct,  yes,  sir. 

Q.  Will  you  agree  that  in  testing  adequacy  of  the  Com¬ 
pany’s  earnings  as  of  any  specific  date  it  is  important  for 
the  Commission  to  give  consideration  to  the  Company’s 
total  capitalization  and  its  unweighted  rate  base  as  of  that 
day,  as  well  as  its  weighted  rate  base?  A.  I  think  it  can 
be  given  some  weight,  Mr.  Reilly,  but  I  wouldn’t  say  pre¬ 
dominant  weight.  I  think  the  growth  factor  is  another  ele¬ 
ment  that  should  also  be  considered. 

Q.  To  the  extent  that  it  becomes  an  important  element? 
A.  Yes.  And  past  history  of  this  company  indicates  that 
the  growth  factor  has  been  a  very  important  element. 

Q.  Well,  at  present  and  during  the  recent  past  has  the 
growth  factor  increased  with  the  capital  cost  picture?  A. 
Not  quite,  but  we  have  been  through  some  rather  extraor¬ 
dinary  events.  One  thing  that  has  contributed  to  that  has 
been  the  merger  of  Braddock  and  Pepco,  which  caused 
some  distortion,  but  for  the  foreseeable  future  I  don’t 
anticipate  any  situation  of  that  character  which  would  have 
as  much  of  an  effect  as  that  has  had. 
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Q.  Mr.  McElfresh,  in  view  of  that  answer,  I  am  going 
to  ask  you  to  accept,  subject  to  check,  some  more 

1357  computations.  Using  the  total  capitalization  figure, 
will  you  accept  subject  to  check  that  5M>  percent  of 

the  figure  of  approximately  $160,000,000  will  amount  to 
$8,798,945?  A.  That’s  about  right,  sir. 

Q.  Comparing  this  with  the  estimated  net  operating  in¬ 
come  of  $6,851,596,  as  shown  on  your  Exhibit  No.  46,  will 
you  accept  subject  to  check  that  the  deficiency  below  an 
amount  computed  at  52/2  percent  of  total  capitalization  as 
of  December  31,  1951,  would  amount  to  about  $1,937,000? 
A.  Yes,  that’s  approximately  correct,  Mr.  Reilly. 

Q.  Will  you  also  accept  subject  to  check  that,  using  your 
tax  factor  of  53.2125,  that  this  represents  a  deficiency  at 
the  gross  revenue  level  of  about  $3,640,000?  A.  Yes,  that’s 
approximately  correct. 

Q.  If  we  use  the  unweighted  rate  base  of  approximately 
$153,000,000  as  a  measure  of  the  investment  in  property 
as  of  December  31,  1951,  will  you  accept,  again  subject  to 
check,  that  a  5%  percent  return  would  amount  to  $8,- 
397,193?  A.  Yes,  I  will  accept  that. 

Q.  Again  comparing  this  with  the  estimated  income  for 
1951,  as  shown  by  your  Exhibit  No.  46,  of  $6,851,596,  will 
you  accept,  again  subject  to  check,  that  there  would  be  an 
indicated  deficiency  below  52/2  percent  on  an  un- 

1358  weighted  rate  base  of  about  $1,545,000?  A.  Yes,  sir. 

Q.  Will  you  also  accept  subject  to  check  that,  ap¬ 
plying  the  tax  factor  of  53.2125,  this  would  indicate  a  de¬ 
ficiency  at  the  gross  revenue  level  of  about  $2,900,000?  A. 
Yes,  sir. 

###*•••••# 

1359  Q.  Of  the  two  hypothetical  questions  which  you 
have  just  considered  and  answered,  which  do  you 

think  would  be  the  most  likely  to  be  asked  by  a  person  who 
at  December  31, 1949,  was  considering  investing  in  common 
stock?  In  other  words,  would  he  be  interested  in  what 
Pepco  was  currently  earning  or  would  he  be  interested  in 
what  it  had  earned  at  some  previous  period?  A.  I  think 
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the  investor  would  primarily  be  interested  in  the  earnings 
on  the  shares  presently  outstanding,  but  I  think  he  would 
discount  that  to  some  extent  by  reason  of  the  fact  that 
he  would  also  know  that  that  was  the  most  adverse  earn¬ 
ings  picture  that  could  be  presented.  He  would  look  at 
the  worst  side  and  assume  that  with  the  element  of  growth 
there  would  be  an  improvement  in  earnings  which  would 
counteract  that  lowr  earnings  picture  given  by  a  pro  forma 
computation. 

1360  Q.  What  that  does,  doesn’t  it,  Mr.  McElfresh,  is 
bring  us  to  the  proposition  that  the  first  question  is 
basically  a  historical  question,  and  that  the  second  ques¬ 
tion  relates  to  the  present  and  future  rather  than  the 
past?  A.  Well,  the  second  question  is  partly  historical  and 
partly  future;  that’s  what  is  wrong  with  it.  It  is  historical 
insofar  as  earnings  are  concerned,  but  prospective  insofar 
as  the  number  of  shares  of  stock  are  concerned. 

Chairman  Flanagan:  It  doesn’t  give  weight  to  the  po¬ 
tential  earning  power  of  the  investment  made  with  the 
funds  raised  through  the  sale  of  additional  common  stock, 
does  it? 

The  Witness:  It  does  not. 

•  •***••**• 

1366  By  Mr.  Leeman: 

#**##•••*• 

Q.  Now,  Mr.  McElfresh,  have  you  carefully  examined 
the  items  included  in  this  $146,000,000  weighted  rate  base? 
A.  Not  each  and  every  one  of  them,  no. 

Q.  How  much  of  an  investigation  of  those  have  you 
made?  A.  We  have  a  man  that  is  stationed,  an  accountant 
that  spends  his  entire  time  at  the  offices  of  the  Potomac 
Electric  Power  Company,  and  it  is  his  function  to  review 
the  function — to  review  the  expenditures  of  the  Company 
and  to  ascertain  the  propriety  of  the  charges  made, 

1367  that  is,  by  accounts.  Now,  he  does  not  have  the 
time  to  make  detailed  comparisons  on  the  basis 
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of  what  this  would  cost  if  it  were  done  by  some  other 
method.  That  I  think  is  a  management  proposition  and 
not  a  regulatory  proposition. 

Commissioner  Spencer:  There  is  some  confusion.  Isn’t 
the  $146,000,000  rate  base  an  estimated  rate  base  for  1951? 

The  Witness:  Yes,  it  is;  but  when  I  answered  Mr.  Lee- 
man’s  question  in  saying  that  that  rate  base  did  include 
some  costs  which  were  incurred  under  these  contracts,  I 
had  reference  to  costs  which  had  already  been  incurred. 

Commissioner  Spencer:  I  was  referring  to  your  answer 
as  to  the  examination  of  the  items  that  enter  into  this 
$146,000,000  rate  base. 

By  Mr.  Leeman: 

Q.  They  do  not  as  yet  appear  upon  the  books  of  the 
Company,  do  they?  A.  No,  and  to  that  extent  they  have 
not  been  examined.  Examination  would,  of  course,  deal 

only  with  expenditures  actually  made. 

*#•**••••• 

1369  By  Mr.  Leeman : 

*#»##••••• 

1370  Q.  Mr.  McElfresh,  from  the  testimony  that  has 
been  developed  here,  I  will  ask  you  whether  or  not 

you  are  of  the  opinion  that  a  5  percent  return  instead  of 
5 Vz  would  be  adequate  for  this  company.  A.  I  don’t  think  it 
would,  no,  sir. 

Q.  You  heard  the  Government  expert  testify  that  5*4 
percent  was  on  the  high  side?  A.  Yes,  sir. 

Q.  And  you  know  that  there  is  no  difficulty  or  has  been 
no  difficulty  in  the  Company  selling  its  preferred  and  com¬ 
mon  stock  up  to  the  present  time?  A.  I  think  that  is  true, 
yes. 

Q.  And  you  know  the  return  that  the  investors  are 

1371  receiving  on  the  common  stock?  A.  Yes,  sir. 

Q.  And,  notwithstanding  that,  you  still  are  of 
the  opinion  that  the  Company  should  have  a  5%  percent  re¬ 
turn  on  its  investment?  A.  Very  definitely. 
****#••••• 
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1372  Redirect  examination 

****#••••• 

1373  By  Mr.  Harrison: 

Q.  Now,  Mr.  Elfresh,  Mr.  Reilly  asked  you  to  make 
several  computations  of  earnings  on  an  unweighted  rate 
base.  You  made  those  computations.  Would  you  accept 
computations  made  on  an  unweighted  rate  base  as  being 
a  proper  measure  of  determining  earnings  of  the  Com¬ 
pany?  A.  No,  I  don’t  think  so,  Mr.  Harrison. 
#****•••«• 

Q.  Now,  Mr.  McElfresh,  on  page  1281  of  the  record 

1374  Mr.  Await  asked  you  to  make  some  computations  as 
to  the  difference  between  actual  net  additions  and 

estimated  net  additions  for  the  month  of  September  1950, 
and  as  a  result  of  those  computations  it  was  developed 
that  the  estimates  were  in  excess  of  the  actual  figures  by 
$491,034.  Is  that  correct?  A.  That  is  correct,  sir. 

Q.  And  on  page  1288  the  record  shows  that  you  were 
asked  if  the  rate  base  for  1951  were  reduced,  that  if  the 
rate  base  were  reduced  by  this  difference  of  $491,034,  would 
it  not  have  the  effect  of  reducing  your  figure  of  $2,218,943 
by  about  $50,000,  subject  to  check.  A.  Yes,  that’s  correct. 

Q.  Have  you  had  an  opportunity  since  those  questions 
were  asked  you  on  cross-examination  to  check  that  com¬ 
putation?  A.  Yes. 

Q.  What  is  the  correct  statement  on  that?  A.  Well,  I 
would  like  to  make  this  further  comment  with  respect  to 
that  difference.  The  difference  of  $491,034  for  the  month 
of  September,  as  developed  at  the  direction  of  Mr.  Await, 
relates  only  to  electric  plant,  but  electric  plant  is  only  one 
element  in  the  rate  base.  One  other  substantial  difference 
between  the  actual  and  estimated  figures  for  the  month 
of  September  not  mentioned  by  Mr.  Await  is  the  fact  that 
there  was  an  increase  in  the  balance  in  materials 

1375  and  supplies  during  that  month  in  the  amount  of 
$226,618,  and  as  I  testified  on  direct,  the  Company 
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estimates  for  the  last  four  months  of  1950  and  for  1951 
reflect  no  change  in  the  balance  for  materials  and  supplies. 
If  this  figure  and  all  other  rate  base  elements  are  taken  into 
consideration,  the  difference  between  actual  and  estimated 
rate  base  figures  for  September  becomes  $263,205,  instead 
of  the  $491,034  developed  by  Mr.  Await.  The  effect  of  this 
difference  of  $263,205  on  the  amount  of  the  increase  in 
1951  would  be  about  $27,200  instead  of  the  $50,000  as  com¬ 
puted  for  Mr.  Await.  That  figure  of  $27,200  represents 
bVo  percent  of  the  $263,205  reduction  in  the  estimate,  di¬ 
vided  by  the  tax  factor  of  53.2125. 

I  would  like  to  again  point  out  that  I  do  not  feel  that 
this  difference  between  actual  and  estimated  expenditures 
for  the  month  of  September  should  be  the  basis  for  any 
adjustment  in  the  estimated  additional  revenue  needed. 
In  saying  that,  I  am  taking  into  account  the  fact  that  there 
will  of  necessity  be  differences  between  the  actual  and 
estimated  expenditures,  but  based  on  the  best  information 
that  we  could  obtain  at  this  time,  the  differences  for  the 
months  of  July  and  August  and  September  are  not  the 
result  of  the  cancelation  of  any  proposed  construction  proj- 
ets,  but  result  largely  from  the  fact  that  there  is  a  lag  be¬ 
tween  the  time  when  the  expenditures  were  originally 
estimated  to  be  made  and  the  time  of  such  actual 
1376  expenditures. 

Q.  Mr.  McElfresh,  you  recall,  do  you  not,  that 
Mr.  Await  questioned  you  concerning  a  letter  dated  March 
29,  1950,  from  Potomac  Electric  Power  Company  to  the 
Commission,  concerning  the  Modified  Sliding  Scale  Plan? 
Do  you  remember  those  questions?  A.  Yes,  sir. 

Q.  I  think  you  stated,  as  shown  by  transcript  page 
1293 - 

Mr.  Await:  You  objected  to  those  questions,  Mr.  Harri¬ 
son. 

Mr.  Harrison:  Yes.  I  still  think  they  were  improper, 
but  nevertheless  you  asked  them. 
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By  Mr.  Harrison: 

Q.  Now,  Mr.  McElfresh,  at  page  1293  of  the  transcript, 
in  response  to  the  question  by  Mr.  Await,  you  stated  that 
you  still  believed  that  the  second  reason  given  by  you  in 
support  of  the  increase  recommended  by  you  was  a  sound 
one,  and  that  second  reason,  I  believe,  referred  to  the 
existing  Modified  Sliding  Scale  Plan.  Is  that  correct?  A. 
That  is  correct,  sir. 

Q.  On  page  1294  of  the  transcript,  Mr.  Await  asked  you 
if  this  reason  would  be  sound  if  the  Sliding  Scale  Plan 
was  abolished,  and  you  stated  it  would  not  be.  And  you 
also  added,  and  I  quote:  “but  I  have  no  reason  to  believe 
it  would  be  abolished.’ * 

1377  And  then  Mr.  Await  asked  you:  “Not  even  the 
letter?”  ' 

And  you  answered,  as  shown  by  lines  12  and  13  of  page 
1294:  “I  happen  to  know  something  that  occurred  since 
that  letter  was  written — no,  sir.” 

Will  you  state  briefly  the  events  that  have  occurred  since 
the  letter  in  question  was  written  which  lead*  you  to  make 
the  statement  that  you  had  no  reason  to  believe  that  the 
Sliding  Scale  Plan  would  be  abolished?  A.]  Yes.  A  dis¬ 
cussion  of  the  Modified  Sliding  Scale  Plan  I  requested  in 
the  Company’s  letter  of  March  29th  was  held  sometime  sub¬ 
sequent  to  that  date,  and  since  that  discussion  I  have 
heard  of  no  further  request  from  the  Company  for  the 
abolition  of  the  Modified  Sliding  Scale  Plan/  The  Com¬ 
pany  on  November  1, 1950,  filed  a  preliminary  report  called 
for  by  the  Modified  Sliding  Scale  Plan,  and  in  that  filing 
made  no  reference  to  a  discontinuance  of  the  plan.  I  might 
also  add  that  the  question  of  applying  the  benefits  of  the 
plan  to  Pepco’s  Virginia  customers  has  been  discussed  in¬ 
formally  with  the  State  Corporation  Commission  of  Vir¬ 
ginia,  and  it  was  tentatively  agreed  that  this  could  be 
done.  Of  course,  since  its  inception  the  plan  has  been  ap¬ 
plied  to  the  system  operations  of  the  Company,  and  to 
that  extent  the  Maryland  segment  of  the  Company’s  busi- 
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ness  has  likewise  benefitted  from  the  operation  of  the  plan. 
Q.  Has  the  question  of  the  application  of  the 

1378  benefits  of  the  Modified  Sliding  Scale  Plan  to  the 
Maryland  customers  been  discussed  by  the  Maryland 

Commission?  A.  I  don’t  believe  that  it  has  to  the  extent 
that  it  has  been  discussed  with  the  Virginia  Commission, 
but  I  know  that  such  a  discussion  is  contemplated  in  the 
not  too  distant  future.  On  that  point  I  would  like  to  add 
that  under  the  operation  of  the  original  sliding  scale  plan 
refunds  have  been  made  to  Maryland  customers  the  same 
as  to  customers  in  the  District  of  Columbia.  I  refer  to 
the  $3,213,600  refund  required  by  Order  No.  3221,  which 
in  turn  stems  from  the  rate  reduction  required  by  Order 
No.  2796.  In  view  of  this  fact,  and  in  view  of  the  close 
cooperation  which  has  existed  between  this  Commission 
and  the  Maryland  Commission  over  the  past  twenty-five 
years,  I  see  no  reason  why  the  benefits  of  the  plan  cannot 
be  applied  to  Maryland  customers. 
**•••••••• 

1379  Q.  Mr.  McElfresh,  since  you  testified  on  your 
direct  in  this  case,  have  you  prepared  an  exhibit 

captioned  “Potomac  Electric  Power  Company  Estimated 
Cost  of  Service  by  Jurisdictions — Year  1951”?  A.  Yes, 
I  have. 

Q.  Does  that  consist  of  two  schedules?  A.  Yes,  it  does. 
Mr.  Harrison:  If  the  Commission  please,  I  ask  that 
that  document  be  marked  for  identification  as  Exhibit  No. 
77. 

Chairman  Flanagan :  It  may  be  so  marked. 

1381  Q.  Now,  will  you  take  Exhibit  77  marked  for 
identification  and  explain  it,  please.  A.  Schedule  1 
of  this  exhibit  shows,  first,  the  total  estimated  cost  of 
service  based  on  a  5*4  percent  return ;  next,  a  distribution 
of  this  estimated  cost  of  service  by  the  three  jurisdictions 
served  by  Pepco  on  three  different  bases,  and  finally,  a 


1382  distribution  of  the  proposed  increase  of  $2,500,000 
on  the  same  bases. 

The  development  of  the  factors  used  in  apportioning  the 
total  cost  of  service  by  jurisdictions  and  in  apportioning 
the  total  increase  is  set  forth  on  Schedule  2.  The  total 
estimated  cost  of  service  for  the  year  1951  in  the  amount 
of  $41,566,324  is  taken  directly  from  Exhibit  46  with  an 
adjustment  in  income  taxes  to  the  level  of  a  5%  percent 
return.  The  item  of  operating  revenue  deductions  other 
than  income  taxes  embraces  operating  expenses  of  $21,- 
965,328,  depreciation  of  $4,526,047,  and  taxes  other  than 
income  taxes  of  $3,127,692.  These  three  items  aggregate 
$29,619,067,  the  first  item  shown  on  this  exhibit. 

The  return  of  $8,032,351  represents  5%  percent  of  the 
estimated  weighted  rate  base  of  $146,747.  Income  taxes 
of  $2,867,718,  appearing  on  Exhibit  46,  have  been  increased 
by  $1,038,188  to  provide  for  the  increase  in  return  from 
4.69  percent  to  5%  percent  The  amount  of  additional 
taxes  represents  46.7875  percent  of  $2,218,943,  the  amount 
of  additional  gross  revenue  needed  to  produce  a  5%  per¬ 
cent  return. 

The  second  section  of  Schedule  1  of  this  exhibit  shows 
a  distribution  of  the  estimated  cost  of  service  set  forth 
in  the  upper  section  of  the  exhibit  by  the  three  jurisdic¬ 
tions  served  by  the  company.  This  distribution  of 

1383  cost  or  allocation  by  jurisdictions  is  made  on  three 
bases,  namely,  revenues,  kilowatt-hour  sales  and 

average  non-simultaneous  peak  demand.  It  also  shows  a 
simple  average  of  the  three  bases  and  the  resulting  com¬ 
posite  ratio. 

As  heretofore  stated,  the  deviation  of  the  factors  used 
in  making  this  apportionment  is  set  forth  on  Schedule  2. 
It  will  be  noted  on  Schedule  2  that  the  revenue  and  kilo¬ 
watt-hour  factors  are  based  on  the  first  eight  months  of 
1950  and  the  average  demand  factors  are  based  on  the 
first  six  months  of  1950.  It  would  also  be  noted  that  in  the 
development  of  all  the  factors,  revenues,  kilowatt-hour 


sales  and  demands  of  Virginia  Electric  Power  Company 
have  been  excluded.  That  w^as  done  by  reason  of  the  fact 
that  sales  to  Vepco  during  the  first  eight  months  of  1950 
were  fairly  substantial  in  relation  to  the  total  revenues 
from  Virginia  operations. 

Q.  The  sales  to  what  company?  A.  Vepco,  or  the  Vir¬ 
ginia  Electric  Power  Company.  Revenues  from  the  Vir¬ 
ginia  Electric  Power  Company  in  1950  amounted  to  $778,- 
528  compared  with  other  Virginia  revenues  of  $895,788. 
In  1951,  estimated  revenues  from  the  Virginia  Electric 
Power  Company  would  amount  to  only  $124,500,  and  even 
this  figure  may  be  somewhat  high.  It  is  therefore  obvious 
that  the  inclusion  of  Vepco  figures,  or  Virginia  Electric 
Power  Company  figures,  in  the  development  of  factors  for 
this  purpose  would  assign  a  disproportionate  amount 
1384  of  cost  and  the  proposed  increase  to  the  Virginia 
segment  of  the  company’s  business. 

The  average  demands  by  jurisdictions  were  furnished 
by  the  company  and  were  developed  by  them  on  the  basis 
of  data  underlying  Exhibit  31.  They  were  developed  in 
the  same  manner  as  average  demands  by  classes  of  service 
were  developed  in  Exhibit  31.  It  will  be  noted  that  the 
total  average  demands  of  $442,950  plus  the  $21,950  kilo¬ 
watts  of  demand  of  the  Virginia  Electric  Power  Company 
equals  the  kilowatts  of  demand  appearing  on  page  1-9  of 
Exhibit  31. 

In  showing  a  distribution  of  the  proposed  increase  by 
jurisdictions,  the  same  factors  were  used  as  those  applied 
to  the  estimated  cost  of  service  for  the  system  as  a  whole. 
This  would  assume  that  revenues  from  each  of  the  three 
jurisdictions  were  in  reasonable  relationship  to  the  cost 
of  service.  It  should  be  pointed  out,  however,  that  there 
are  certain  rate  differences  which,  as  a  practical  matter, 
should  be  eliminated  and  there  is  also  a  disparity  between 
estimated  cost  and  revenue  from  street  railway  and  street 
lighting  service.  By  reason  of  these  factors,  I  do  not  be¬ 
lieve  that  any  one  of  the  three  bases  used  for  the  average 
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of  the  three  can  be  used  precisely  in  apportioning  the 
proposed  increase  by  jurisdictions.  In  other  words,  so 
far  as  the  distribution  of  the  proposed  increase  is  con¬ 
cerned,  the  figures  set  forth  at  the  bottom  of  this  exhibit 
are  intended  only  as  a  general  guide  and  not  one 

1385  that  can  be  used  without  deviation. 

It  should  also  be  pointed  out  that  the  allocation  of 
estimated  cost  by  jurisdiction  is  also  of  a  general  nature 
and  does  not  take  into  account  many  refinements  that  could 
be  considered.  On  the  other  hand,  it  must  be  kept  in  mind 
that  any  detailed  allocation  of  this  company’s  cost  must, 
of  necessity,  be  premised  in  large  measure  upon  energy 
and  demand  factors  for  a  substantial  majority  of  the  costs 
involved.  Therefore,  I  believe  it  affords  a  reasonable  ap¬ 
proximation. 

Q.  Mr.  McElfresh,  you  mentioned  certain  rate  diferen- 
tials  which  you  stated  in  your  opinion  should  be  eliminated. 
Would  you  state  what  you  had  in  mind  on  that  point.  A. 
Yes.  I  was  referring  to  the  differentials  between  the  ex¬ 
isting  rates  for  service  in  Virginia  as  compared  with  the 
urban  zone  in  the  District  and  Maryland,  the  company’s 
proposal  to  extend  the  urban  zone  in  Maryland  to  apply 
to  the  Wheaton  area  and  the  area  at  Viers  Mill  Road, 
and  the  combining  of  the  remaining  suburban  zone  with 
the  rural  zone  in  Maryland.  From  a  practical  standpoint, 
I  believe  these  three  changes  should  be  made  and  I  think 
they  are  very  good  examples  as  to  why  a  distribution  of 
any  increase  cannot  be  pegged  squarely  to  a  detailed  cost 
of  service  study  by  jurisdictions. 

1386  Q.  Does  the  presentation  of  Exhibit  77  in  any 
way  change  your  previous  recommendation  con¬ 
tained  on  pages  913  to  917  of  the  transcript  in  this  pro¬ 
ceeding?  A.  No,  it  does  not  I  would  still  suggest  that 
the  company  be  given  an  opportunity  to  submit  revised 
rate  schedules  to  produce  the  $2,500,000  based  on  antici¬ 
pated  business  for  the  calendar  year  1951  and  that  effect 
be  given  to  the  factors  enumerated  in  my  testimony  in  the 
pages  referred  to  by  you. 


440 


Q.  Exhibit  77  was  prepared,  then,  was  it  not,  Mr.  Mc- 
Elfresh,  in  order  that  the  Commission  might  have  before 
it  some  indication  of  the  reasonableness  of  the  apportion¬ 
ment  of  whatever  the  increase  may  be  determined  upon 
by  rate  schedules  and  by  jurisdictions  as  well.  A.  That  is 
the  sole  purpose  of  this  exhibit,  sir. 

Q.  Mr.  McElfresh,  is  Pepco  operated  as  a  unified  sys¬ 
tem  in  the  District  of  Columbia,  Virginia  and  Maryland? 
A.  Yes,  I  think  it  is,  sir. 

Q.  Does  it  keep  its  books  on  a  segregated  basis  among 
the  three  jurisdictions?  A.  No,  in  so  far  as  the  final  results 
are  concerned,  it  does  not. 

Q.  Are  its  production  facilities  operated  and  used  on 
an  integrated  system  basis  or  does  it  have  separate  pro¬ 
duction  facilities  for  the  three  geographic  jurisdic- 

1387  tions?  A.  It  does  not  have  separate  production 
facilities.  The  three  plants  of  the  company,  the 

three  production  plants,  Benning,  Buzzard  and  Potomac 
River,  are  interconnected  and  are  also  interconnected  with 
the  transmission  line  from  Baltimore,  and  those  three 
plants  and  the  transmission  line  from  Baltimore  are  used 
in  serving  the  entire  area  served  by  the  company. 

Q.  What  about  its  transmission  facilities?  A.  I  think 
its  transmission  facilities  are  much  in  the  same  category, 
that  they  are  unified  to  the  extent  necessary. 

Q.  Does  Capital  Transit  Company  use  energy  furnished 
by  Potomac  Electric  Power  Company  in  both  Maryland 
and  the  District  of  Columbia?  A.  Yes,  it  does. 

Q.  Is  there  any  difference  in  the  rates  it  pays  for  energy 
consumed  in  the  District  of  Columbia  from  that  consumed 
in  Maryland  operations?  A.  No,  the  rates  are  the  same. 

Q.  Does  Capital  Transit  Company  segregate  on  its  books 
the  cost  of  energy  used  in  the  District  of  Columbia  and  in 
Maryland  respectively?  A.  I  don’t  believe  it  does. 

Q.  And  in  the  cross-examination  two  days  ago,  Mr.  Await 
referred  to  page  8,  I  think,  of  Order  No.  2796,  which 

1388  is  in  this  record  at  Mr.  Await ’s  request,  and  called 
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your  attention  to  a  column  designated  “Excess  Earnings.” 
Did  you  present  the  testimony  in  that  proceeding  upon 
which  the  Commission  made  that  finding,  the  statement  of 
excess  earnings  over  the  years  of  the  operation  of  the  slid¬ 
ing  scale  plan.  A.  Yes,  I  believe  I  did. 

Q.  What  did  you  mean  when  you  referred  to  those  earn¬ 
ings  as  “excess  earnings ?”  A.  Well,  that  simply  means 
earnings  in  excess  of  the  basic  return  prescribed  during 
each  of  the  years  covered  by  this  statement. 

Q.  Now,  do  you  make  a  distinction  in  your  answer  be¬ 
tween  the  basic  return  and  the  allowed  return  or  the 
allowable  return  under  the  old  sliding  scale  plan  as  well 
as  the  new?  A.  Yes.  There  is  a  definite  difference  be¬ 
tween  the  basic  return  and  the  allowed  return.  The  basic 
return  is  a  fixed  percentage.  It  ranged,  under  the  old  ar¬ 
rangements,  from  7Y2  to  6.  Under  the  present  arrange¬ 
ment,  it  is  5 Yo.  Now,  the  allowed  return  in  both  arrange¬ 
ments  is  the  basic  return  plus  one-half  of  any  excess  over 
that  basic  return.  So  the  allowed  return,  under  the  sliding 
scale  method  of  regulating  rates,  is  a  variable  return. 
#*#*•••••* 

1389  Q.  Now,  Mr.  Await  asked  you  about  the  various 
rate  reductions  in  electric  rates  over  the  life  of  the 
sliding  scale  plan,  and  he  asked  you,  I  believe,  in  each 
instance,  and  I  believe  he  named  each  by  years  or  a  series 
of  years — he  asked  you,  after  citing  those  rate  reductions, 
whether  or  not  in  each  of  those  years  any  reduction  was 
made  in  Capital  Transit’s  rates.  Now,  in  so  far  as  those 
years  are  covered  by  years  in  which  you  have  testified  in 
the  rate  proceedings  of  this  Commission  involving  Pepco’s 
rates,  did  you  ever  make  any  recommendation  to  the  Com¬ 
mission  that  Capital  Transit’s  rates  should  be  reduced? 
A.  No,  I  did  not. 

Q.  Wliy  not?  A.  Primarily  by  reason  of  the  fact  that 
the  rate  charged  Capital  Transit  was  a  contract  rate ;  sec¬ 
ondarily,  because  on  a  kilowatt-hour  basis,  the  cost  of 
energy  to  Capital  Transit  Company  was  well  below  the 
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average  cost  of  electric  energy  to  all  other  con- 
1390  sumers,  on  the  average. 

Mr.  Harrison:  That  is  all  I  have. 

Mr.  O’Dea:  I  have  no  questions. 

Mr.  Kirby:  Just  one  clarifying  question,  Mr.  McElfresh, 
at  this  time.  Did  I  understand  you  to  say,  with  reference 
to  Exhibit  77,  that  one  of  the  reasons  for  submitting  it  is 
to  show  an  apportionment  by  way  of  rate  schedules  in  the 
three  jurisdictions? 

The  Witness:  Yes,  I  did  say  that,  Mr.  Kirby.  But  I 
didn’t  tie  that  in  particularly  to  this  exhibit.  What  I  had 
in  mind  was  that  the  company  would  submit  revised  rate 
schedules.  Now,  I  recognize  that  this  exhibit  itself  will 
not  give  you  any  check  as  to  the  reasonableness  of  any 
given  rate  schedule  itself,  but  with  reference  to  the  sub¬ 
mission  of  rate  schedules  which  themselves  would  produce 
an  apportionment  by  jurisdiction  somewhere  in  the  vicinity 
of  the  proportions  shown  by  this  exhibit. 
****•••••• 

1392  By  Mr.  Myse : 

Q.  Now,  with  respect  to  the  average  demands,  as 

1  understood  your  testimony,  those  figures  appearing  on 
Schedule  2  of  Exhibit  77  were  furnished  you  by  someone 
else,  is  that  correct?  A.  Yes,  by  the  company. 

Q.  So  that  you  cannot  testify  here  as  to  whether  they 
are  correct  or  not,  can  you?  A.  No,  not  of  my  own  knowl¬ 
edge.  But  I  pointed  out  that  they  were  the  same  as  those 
demands  set  forth  in  Exhibit  31. 

Q.  Now,  I  have  looked  at  Exhibit  31,  and  I  have  also 
looked  at  page  1-9,  and  I  don’t  find  any  of  the  demands  on 
that  sheet  that  are  referred  to  in  your  exhibit  or  Schedule 

2  of  Exhibit  77.  A.  No,  you  will  not. 

Q.  Well,  where  do  they  appear  in  Exhibit  31?  A.  They 
don’t  appear.  I  said  they  were  the  total  of  the  demands 
appearing  on  Exhibit  77,  Schedule  2. 

•  •••••••«§ 


1394  Q.  Now,  referring  to  Schedule  1  of  Exhibit  77,  and 
the  central  part  of  that  sheet,  the  line  headed 

“Revenue  Basis/ ’  as  I  understand  that  allocation  of  cost 
by  jurisdiction,  what  it  means  is  that  you  assume  that  for 
each  dollar  of  revenue  that  is  received  in  the  various 

1395  jurisdictions  the  cost  is  the  same,  is  that  correct? 
A.  That  is  correct. 

Q.  That  is,  the  cost  to  Pepco.  Now,  you  made  no  study 
of  the  cost  to  determine  whether  that  is  correct  or  not, 
have  you?  A.  When  you  say  study  of  the  cost  to  Pepco, 
just  what  do  you  mean? 

Q.  Well,  the  actual  cost.  Let  us  say  the  costs  of  $41,566,- 
324 — are  those  costs  of  Pepco  the  same  for  each  dollar 
of  revenue  received  in  each  jurisdiction?  A.  No. 

Q.  Now,  looking  at  the  line  “Kilowatt-Hour  Basis/’  as 
I  understand  that  allocation,  that  assumes  that  the  cost  to 
Pepco  of  furnishing  service  in  the  three  jurisdictions  is  the 
same  for  each  average  kilowatt-hour  furnished  in  the  three 
jurisdictions.  A.  That  is  right. 

Q.  Now,  there  again  you  have  made  no  study  to  deter¬ 
mine  whether  that  is  the  fact  or  not.  A.  I  stated  that  I  did 
not  make  many  of  the  refinements  that  could  enter  into  the 
detailed  cost  study. 

Q.  Did  you  or  did  you  not  make  a  study  to  determine 
whether  or  not  the  average  cost  per  kilowatt  hour  in  the 
District  of  Columbia  was  the  same  as  it  was  in  Maryland? 
A.  Only  this  study,  Mr.  Myse. 

1396  Q.  Well,  does  this  study  determine  whether  or  not 
the  average  cost  of  kilowatt  hours  in  the  District  of 

Columbia  is  the  same  as  in  Maryland?  A.  To  a  certain 
extent  it  does. 

Q.  To  what  extent?  A.  I  woul3  say  a  substantial 
majority  of  the  costs  could  be  allocated  in  proportion  to 
kilowatt-hour  sales. 

Q.  Now,  do  you  have  any  work  papers  which  enable  you 
to  reach  that  conclusion  in  determining  whether  or  not 
the  average  cost  per  kilowatt  hour  in  the  District  of 
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Columbia  is  to  a  substantial  extent  the  same  as  the  average 
cost  per  kilowatt  hour  in  Maryland.  A.  No,  I  just  know 
that  as  a  general  proposition. 

Q.  In  other  words,  you  just  picked  that  out  of  the  air. 
You  didn’t  make  a  study  of  it. 

Mr.  Harrison :  I  object  to  that  question  in  that  form. 

Chairman  Flanagan :  The  witness  can  answer  it. 

The  Witness:  I  wouldn’t  say  I  picked  it  out  of  the  air, 
no. 

By  Mr.  Myse : 

Q.  Well,  where  did  you  get  the  idea  that  the  average  cost 
is  the  same?  A.  Well,  I  know  that  production  costs — in 
fact,  all  your  costs  of  the  power  supply  are  practi- 
1397  cally  uniform  for  all  three  jurisdictions. 

Q.  What  makes  you  come  to  that  conclusion?  A. 
Because  they  all  come  from  the  same  source. 

Q.  Isn’t  it  a  fact  that  there  might  be  variations  in  the 
average  load  factor  for  customers  in  Maryland  as  com¬ 
pared  to  customers  in  the  District  of  Columbia?  A.  That 
is  true.  But  you  still  cannot  measure  that  by  any  cost 
study. 

Q.  If  there  were  variations  in  the  load  factor,  that  might 
have  some  bearing  on  cost  by  kilowatt  hour,  would  it  not? 
A.  It  would  all  depend  on  the  theory  behind  your  cost 
study. 

Q.  But  it  might  have  some  variation.  A.  Depending  on 
what  theory  you  use. 

Q.  The  answer  to  the  question  is  yes? 

Mr.  Harrison:  He  answered  the  question.  He  can’t  make 
a  categorical  answer  to  a  question  of  that  sort. 

Mr.  Myse:  I  thinl^  you  will  find  the  answer  is  purely 
evasive.  I  vrould  like  to  have  a  categorical  answer  to  it. 

Chairman  Flanagan:  I  don’t  think  we  can  get  a  cate¬ 
gorical  answer. 

Mr.  Myse :  I  will  repeat  the  question. 


( 
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By  Mr.  Myse : 

Q.  Do  I  understand  the  last  few  answers  you  gave 
1398  my  questions  to  mean  that  there  would  be  a  possi¬ 
bility  of  variations  in  the  cost  per  kilowatt  hour  as 
between  the  jurisdictions,  depending  upon  the  theory  you 
used?  A.  That  is  right,  sir. 

Q.  Now,  you  spoke  of  production  costs  and  these  last 
few  answers  were  limited  to  production  costs,  were  they 
not?  A.  Yes. 

Q.  Now,  have  you  made  any  study  to  determine  whether 
the  average  distribution  costs  in  Maryland,  for  example, 
are  the  same  as  the  average  distribution  costs  in  the  Dis¬ 
trict  of  Columbia  per  kilowatt  hour?  A.  No,  I  have  not. 

Q.  Have  you  made  any  study  to  determine  whether  or 
not  the  average  cost  per  average  demand  in  kilowatts,  as 
you  have  used  it  on  Exhibit  77,  are  the  same  in  Maryland 
as  they  are  in  the  District  or  are  different?  A.  No,  sir. 

Q.  Have  you  made  any  similar  studies,  comparative 
studies,  with  respect  to  Virginia  and  the  District  of 
Columbia?  A.  No,  sir. 


1402  Dean  J.  Locke  resumed  the  stand  and  testified  fur¬ 
ther  as  follows: 

Cross  examination 


1404  By  Mr.  Reilly: 

Q.  Mr.  Loeke,  did  you  plot  the  load  factor  to  com¬ 
pare  with  Exhibit  71?  A.  Yes,  I  did. 

Mr.  Reilly:  We  will  ask  that  this  document  be  marked 
for  indentification  as  Exhibit  80. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Pepco  Exhibit  No.  80  was  marked  for  identification.) 

By  Mr.  Reilly: 

Q.  Mr.  Locke,  if  you  lay  the  first  page  of  Exhibit  80 
over  the  first  page  of  Exhibit  71,  will  you  get  the  compari- 
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son  which  you  were  asked  to  present?  A.  Yes,  if  the 
proper  lines  are  matched.  You  will  note  in  the  case  of 
Exhibit  80  that  the  bottom  line  on  the  load  factor  is  20 
percent,  whereas  on  Exhibit  71  the  first  line  is  marked  30 
percent. 

Q.  Mr.  Locke,  will  you  be  good  enough  to  turn  to  the 
second  page  of  Exhibit  73.  At  the  hour  ending  12  noon,  you 
show  a  figure  of  13,820  kilowatts.  A.  Yes. 

Q.  That  is  a  figure  which  was  furnished  to  you  by 

1405  Pepco;  isn’t  that  correct?  A.  That  is  correct. 

Q.  Did  you  receive  any  other  figures  from  Pepco 
with  respect  to  the  other  hours  shown  on  the  exhibit?  A. 
No. 

Q.  Are  they  computed  figures?  A.  They  are. 

Q.  Will  you  accept,  subject  to  check,  the  following  figures 
for  600  volt  demand  of  Capital  Transit  Company  of  21,000 
Kw.  at  the  hour  ending  9  a.m.,  and  22,150  Kw.  at  the  hour 
ending  6  p.m.,  instead  of  the  24,800  Kw.  and  26,900  Kw. 
computed  from  schedules  as  shown  on  page  2  of  Exhibit 
73? 

Mr.  Myse :  Just  a  moment,  Mr.  Reilly.  How  do  you  pro¬ 
pose  that  this  witness  is  going  to  check  those  figures? 

Mr.  Reilly:  By  asking  Pepco,  like  he  got  the  other 
figures. 

Mr.  Myse:  Then  I  think  Pepco  should  introduce  the 
figures  as  their  own  testimony.  I  object  to  the  question. 

Mr.  Reilly:  Will  you  answer  the  question? 

Mr.  Myse:  I  object  to  it  on  the  grounds  stated. 

Chairman  Flanagan:  Will  you  read  the  question. 

(The  reporter  read  the  pending  question.) 

Mr.  Reilly:  I  may  say  that  this  whole  exhibit  relates  to 
the  fact  that  he  used  the  figure  furnished  by  Pepco  for  his 
12  noon. 

1406  Chairman  Flanagan :  I  think  that  question  can  be 
pursued. 

Mr.  Myse:  I  don’t  see  how  this  witness  can  possibly 
accept  any  figures  subject  to  check  of  that  kind-  If  they 
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had  the  data  available  that  he  could  check,  that  is  one  thing; 
but  he  doesn’t  have  it. 

Mr.  Reilly:  He  can  get  it. 

Chairman  Flanagan:  Possibly  he  can  get  it. 

Mr.  Myse:  Well,  Pepco  can  furnish  it  as  testimony  so 
we  can  cross  examine  on  it. 

Mr.  Reilly:  We  are  asking  this  witness  about  this  exhibit. 

Chairman  Flanagan:  The  witness  can  accept  that  if  he 
is  inclined  to. 

Mr.  Myse:  He  cannot  accept  it  if  he  is  inclined  to. 

Chairman  Flanagan:  Do  you  or  don’t  you  accept  that, 
subject  to  check? 

The  Witness:  I  cannot  accept  these  figures  subject  to 
check  because  I  have  no  means  of  checking  the  figures 
stated  by  Mr.  Reilly. 

By  Mr.  Reilly: 

Q.  Let  me  ask  you  a  question,  Mr.  Locke.  If  you  accepted 
13,820,  why  didn’t  you  ask  for  the  figures  for  the  other 
hours?  A.  I  used  only  the  figures  that  were  supplied  to 
me  by  my  counsel. 

Q.  You  were  making  up  an  exhibit  for  purposes 
1407  of  showing  the  peaks  at  these  various  hours  of  that 
day,  were  you  not?  A.  I  was  doing  the  best  I  could 
with  the  material  I  had  available. 

Q.  Did  you  think  that  the  computed  figure  would  be 
better  than  the  actual  figure?  A.  I  thought  it  was  the  best 
I  could  do  under  the  circumstances. 


1436  J.  E.  Heberle  resumed  the  stand  and  testified 
further  as  follows: 

Mr.  Sparks:  We  have  one  or  two  matters  Mr.  Heberle 
was  supposed  to  report  on. 

1437  Chairman  Flanagan :  Very  well. 

Mr.  Sparks:  On  pages  1143  and  1144  you  stated 
that  you  would  assist  Mr.  Reilly  in  finding  the  figure 
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$8,609,000  to  which  you  had  referred.  Do  you  have  that 
information  now? 

The  Witness:  Yes.  Mr.  Reilly,  this  item  of  this  amount 
is  made  up  of  three  items  set  forth  in  paragraph  4  of  that 
part  of  the  Definitive  Unification  Agreement  headed  II  as 
follows :  $4,000,000  principal  amount  of  consolidated  mort¬ 
gage  bonds  of  the  Washington  Railway;  $1,703,000,  prin¬ 
cipal  amount  of  first  mortgage  bonds  of  the  City  and  Subur¬ 
ban  Railway  of  Washington;  and  $2,906,000,  principal 
amount  of  first  mortgage  bonds  of  the  Anacostia  and  Poto¬ 
mac  River  Railway  Company.  These  bond  issues,  Capital 
Transit  Company,  as  set  forth  in  that  agreement,  agreed 
to  pay  or  to  indemnify  the  Washington  Railway  and  Elec¬ 
tric  with  respect  thereto.  Mr.  Reilly  further,  on  page 
1163  of  the  record,  asked  if  the  figures  in  the  column 
headed  “Original  Cost — 1933”  on  Capital  Transit  Exhibit 
75,  were  based  on  kilowTatt  hours  generated.  These  are  the 
figures  of  cost  presented  by  Mr.  Bachman  at  the  hearing 
in  September  1933  in  Formal  Case  No.  200.  It  would  appear 
that  these  costs  are  based  on  kilowatt  hours  generated. 
The  check  figures  which  I  have  set  forth  in  the  column 
headed  “First  Six  Months  of  1950”  on  this  Exhibit  75  are 
based  on  kilow’att  hours  of  sales.  If  I  had  used  kilo- 
1438  watt  hours  generated  instead  of  kilowratt  hours  of 
sales  in  determining  the  costs  per  kilowratt  hour  as 
set  forth  on  the  exhibit,  the  figures  in  the  column  headed 
“First  Six  Months  of  1950”  wrould  become  the  following. 
The  cost  of  generation  would  be  4.75072  mills;  the  main¬ 
tenance  of  production  plant  wrould  become  .52354  mills ;  real 
and  property  taxes,  .12259  mills;  gross  receipts  tax,  .25092 
mills;  depreciation  of  production  plant,  .56992  mills;  re¬ 
turn  on  investment  in  production  plant,  1.31270  mills;  pay¬ 
roll  and  unemployment  taxes,  .01150  mills;  a  total  of 
7.54189  mills.  This  is  1.23  mills,  approximately,  less  than 
the  average  cost  of  .77552  mills,  which  I  believe  I  converted 
to  8.78  mills,  based  on  sales,  as  set  forth  in  Exhibit  75,  on 
the  basis  of  generated  instead  of  sales.  If  the  provisions 
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of  the  present  power  contract  are  to  be  amended,  they 
should  reflect  a  decrease  to  Capital  Transit  Company  of 
the  order  of  $200,000  per  annum  instead  of  $100,000  as  pre¬ 
viously  testified  to. 

#••••••••• 

1440  Cross  examination 
By  Mr.  Harrison: 

1446  Q.  On  page  1137  of  the  transcript,  you  quoted 
from  the  tenth  paragraph  of  legislation  authorizing 

the  merger,  and  I  would  like  to  refer  you  to  that  portion  of 
the  quotation  wThich  reads  as  follows:  “And  to  provide 
that  the  Potomac  Electric  Power  Company  or  its  successors 
and/or  assigns  will  at  all  times  on  request  furnish  an 
adequate  supply  of  electric  power  for  the  maintenance  and 
operation  of  the  transit  properties  of  the  new  company  and 
at  such  reasonable  rates  as  the  Public  Utilities  Commission 
may  from  time  to  time  fix.”  Do  you  understand  that 
statement —  A.  I  think  I  do. 

*•*••••••• 

1447  Q.  I  will  start  over.  Referring  particularly  to 
that  statement  I  have  just  quoted  now,  do  you  under¬ 
stand  that  as  giving  the  Commission  power — I  mean  this 
Commission — to  fix  from  time  to  time  such  rates  as  it  may 
find  reasonable  without  any  specified  restrictions  or  limita¬ 
tion  on  that  power.  A.  No,  not  completely,  Mr.  Harrison. 
My  idea  of  that  is  that  this  was  a  direction  that  was  in  the 
legislation  passed  by  Congress  and  approved  in  January 
of  1933. 

Q.  I  think  you  have  answered  my  question.  A.  No, 
please,  may  I  explain  my  answer.  In  September  of  1933, 
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in  conformity  with  the  direction  of  Congress,  the  Commis¬ 
sion  then  considered  a  document,  and  in  its  details,  as  has 
been  set  forth  here,  the  power  contract,  along  with  all  of 
the  other  merger  documents.  I  believe  that — 

Mr.  Harrison:  I  object  to  any  further  answer.  The  wit¬ 
ness  has  answered  my  question. 

Mr.  Sparks:  I  think  the  witness  has  a  right  to  explain 
his  answer,  Mr.  Chairman,  and  that  is  what  he  is  doing. 

Mr.  Harrison:  And  it’s  delaying  the  proceedings, 

1448  Mr.  Sparks. 

Mr.  Sparks:  Well,  any  time  a  witness  attempts  to 
explain  his  answer  to  you,  you  construe  it  as  a  delaying 
of  the  proceedings.  I  don’t,  Mr.  Harrison. 

Chairman  Flanagan:  Were  you  about  finished! 

The  Witness :  If  Mr.  Harrison  would  keep  away  from  me 
for  just  a  moment,  I  will  try  to  finish. 

Mr.  Harrison:  You  answered  my  question.  That  is  all  I 
asked  you  for.  If  your  counsel  wants  to  ask  you  other 
questions  and  you  want  to  make  speeches,  there  is  another 
time  for  that  purpose. 

The  Witness:  I  am  merely  trying  to  explain  an  answer 
that  I  made  brief. 

Chairman  Flanagan :  This  is  another  proof  that  the  wit¬ 
ness  should  continue  with  the  answer  because  he  will  get  it 
in  the  record  anyway. 

(The  reporter  read  the  answer  to  the  last  question.) 

The  Witness :  The  stockholders  of  Capital  Transit  Com¬ 
pany  turned  in  their  properties  as  part  of  the  original 
merger  agreement  in  consideration  of  the  documents  them¬ 
selves  and  the  method  that  the  Commission  used  in  check¬ 
ing  the  power  rate.  Therefore,  I  believe  that  the  Commis¬ 
sion  is  limited  to  the  same  methods,  to  the  prescription  or 
the  general  prescription  that  was  followed  in  1933  in  check¬ 
ing  the  power  rates  in  order  to  determine  whether 

1449  the  rates  are  proper  or  adequate,  whether  they 
should  be  changed. 
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Chairman  Flanagan :  I  think  that  is  an  adequate  answer. 

Mr.  Harrison:  More  than  adequate.  It  is  not  the  ques¬ 
tion  that  I  asked  the  witness. 

By  Mr.  Harrison : 

Q.  Now,  Mr.  Heberle,  this  is  a  question  that  can  be 
answered  yes  or  no,  and  I  would  like  to  have  one  answer 
from  you  yes  or  no.  Do  you  find  in  the  merger  legislation 
any  limitation  upon  the  power  of  the  Public  Utilities  Com¬ 
mission  to  prescribe  “reasonable  rates?”  A.  No. 

Q.  Thank  you.  Now,  I  would  like  to  refer  you  to — 

Mr.  Await:  Of  course,  Mr.  Harrison,  that  doesn’t  mean 
that  counsel  agrees  with  the  witness’s  law  that  he  is  trying 
to  give. 

By  Mr.  Harrison: 

Q.  Mr.  Heberle,  I  refer  you  to  a  question  by  your  counsel 
and  your  answer  as  shown  by  page  1158  of  the  transcript. 
The  question  reads  as  follows:  “Mr.  Heberle,  as  I  under¬ 
stand  your  testimony,  you  are  stating  to  the  Commission 
that  for  the  Commission  to  exercise  its  right  to  change 
the  rate  for  energy  in  the  power  contract,  Exhibit  41,  the 
Commission  must  change  that  rate  within  the  framework 
of  the  contract  and  of  the  merger,  giving  full  weight  to  all 
of  the  considerations  and  conditions  involved  in  the 
1450  merger,  using  the  same  standards  of  testing  the  rate 
as  were  adopted  by  the  Commission  when  the  con¬ 
tract  and  rate  were  approved  in  1933.”  Your  answer  was 
“That  is  correct.” 

Now,  upon  what  basis  do  you  reach  your  conclusion  that 
the  Commission,  in  fixing  reasonable  rates  at  this  time, 
would  be  bound  by  the  same  standard  of  testing  the  rates 
as  was  set  forth  in  1933?  A.  Because  I  believe  those 
standards  that  were  adopted  by  the  Commission  were  a 
consideration  that  Capital  Traction  Company  stockholders 
recognized.  It  was  a  consideration  of  the  merger. 

Q.  Page  1138  of  the  transcript,  you  make  reference  to  the 
provision  in  the  legislation  which  requires  the  Washington 
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Railway  and  Electric  Company  to  assign  to  Pepco  all  of 
its  existing  contracts  for  the  sale  of  power  to  other  railway 
companies,  and  then  yon  go  on  to  say  that  from  this  trans¬ 
fer  Captital  Transit  got  no  benefit.  Since  the  merger  was 
directed  to  the  rail  operation  of  the  Washington  Railway 
and  Electric  Company,  just  what  is  the  significance  of  your 
statement  that  Capital  Transit  Company  got  no  benefits 
from  the  transfer  of  those  conracts  for  the  sale  of  power? 

Mr.  Await:  What  page  was  that? 

Mr.  Harrison:  1138.  I  wasn’t  quoting — I  was  just  sum¬ 
marizing. 

The  Witness:  The  significance  there  is  to  show 
1451  that  the  Potomac  Electric  Power  Company  gained 
something  and  Capital  Transit  Company  never  ac¬ 
quired  certain  benefits  that  the  Washington  Railway,  one 
of  the  companies  merged,  had  prior  to  the  merger;  that 
that  was  in  turn  a  consideration  that  was  recognized  by 
the  parties. 

Q.  The  merged  company  did  get  electric  energy  at  a 
lower  cost  under  the  power  contract  than  the  Capital  Trac¬ 
tion  Company  was  then  and  could  then  manufacture  and 
generate  electricity,  could  it  not!  A.  The  Capital  Traction 
Company  never  had  an  opportunity,  to  find  what  it  could 
have  manufactured  current  for  Capital  Transit  Company 
for.  It  did  get  power  from  the  Potomac  Electric  Power 
Company  at  a  rate  less  than  the  Capital  Traction  Company 
manufactured  the  power  that  it  needed  for  its  part  of  the 
merged  property,  and  also  the  rate  that  vras  to  be  paid  and 
was  paid  by  Capital  Transit  was  a  higher  rate  and  a  less 
advantageous  rate  and  a  less  advantageous  arrangement 
than  the  Washington  Railway  had  enjoyed  before  the 
merger — and  out  of  that,  the  Pepco,  Potomac  Electric 
Power  Company,  acquired — first  it  got  more  revenue  under 
this  power  contract  than  it  had  formerly  gotten  from  the 
Washington  Railway  and  Electric  Company.  In  other 
words,  the  Capital  Transit  Company  paid  a  larger  amount 
to  the  Pepco  for  that  part  of  the  current  that  was  used  to 
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propel,  carry  the  street  cars  over  lines  of  Capital 

1452  Transit  Company,  formerly  the  lines  of  the  Wash¬ 
ington  Railway,  than  the  Potomac  Electric  Power 

Company  had  realized  net  from  the  Washington  Railway 
and  Electric  Company  for  power  produced  in  the  Pepco 
plant  and  taken  by  the  railway. 

Q.  You  answered  my  question  some  moments  ago.  A. 
Did  I? 

Q.  Yes.  A.  Were  you  satisfied  there  was  an  advantage 
to  Potomac  Electric  Power  Company? 

Q.  No.  A.  Then  I  possibly  should  explain  further. 

Q.  I  am  satisfied  wdth  your  answer.  A.  What  I  am  say¬ 
ing  is  that  Potomac  Electric  Power  Company  acquired  a 
benefit  by  reason  of  the  merger  in  the  power  that  was  fur¬ 
nished  to  Capital  Transit  Company  as  compared  with  the 
power  that  it  had  formerly  furnished  to  the  Washington 
Railway,  and  that  furthermore,  it  acquired  the  benefit  that 
is  set  forth  in  the  second  or  third  paragraph  of  the  power 
contract  where  they  said  it  was  extremely  desirous  that 
their  load  factor  be  improved — one  of  the  further  benefits 
to  Pepco. 

•  ••••••••* 

1453  Q.  The  power  contract  in  1933  prescribed  a  rate 
of  5.93  mills  per  kilowatt  hour,  did  it  not?  A.  Yes, 

that  is  my  recollection. 

Q.  Have  you  any  information  as  to  just  what  elements 
of  cost  were  taken  into  consideration  by  the  Commission  in 
approving  that  rate?  A.  There  is  an  exhibit  in  this  case 
that  sets  forth  Mr.  Bachman’s  check  figures,  and  I  have  no 
other  information  beyond  that.  That  is  information  that 
was  produced  by  the  Commission  to  check  the  rate  of  5.93 
mills  and  find  it  to  be  an  adequate  rate. 

Q.  Do  you  know  whether  that  rate  of  5.93  mills  reflects 
any  credit  from  the  property  of  Capital  Transit  Company 
to  be  used  by  Pepco  in  accordance  with  the  provision  of  the 
contract  and  how  much  credit  was  allowed?  A.  I  know  that 
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it  reflects  the  credit,  but  how  much  I  don’t  know,  because 
the  property  is  merely  one  of  the  additional  considerations, 
Mr.  Harrison — use  of  Capital  Transit  by  Pepco,  free  use. 

Q.  Referring  to  your  Exhibit  75,  where  you  set  forth 
in  the  second  column  the  elements  of  cost  testified  to  by 
Mr.  Bachman,  to  whom  you  have  just  made  reference,  are 
you  able  to  say  just  what  elements  of  cost  Mr.  Bachman  used 
in  arriving  at  unit  cost  there  set  forth?  In  other 

1454  words,  do  you  know  just  what  costs  he  took  into  con¬ 
sideration  and  whether  any  consideration  was  given 

to  conversion  costs,  related  administrative  and  general  ex¬ 
penses  or  to  income  tax?  A.  Answering  the  first  part  of 
your  question,  in  response  to  Mr.  Reilly’s  question  of  me, 
I  had  a  check  made  and  it  would  appear  that  the  total  gen¬ 
eration  expenses,  steam  power  generation,  as  set  forth  in 
the  Potomac  Electric  Power  Report  for  the  year  1932,  di¬ 
vided  by  the  total  number  of  kilowatt  hours  generated, 
according  to  my  computations — computations  that  I  have 
had  made  and  checked,  is  2.91546  mills.  Mr.  Bachman  has 
2.91545  mills.  It  is  based  upon  that  that  I  answered  Mr. 
Reilly’s  question  that  it  would  appear  that  Mr.  Bachman 
used  kilowatt  hours  generated. 

Now,  with  respect  to  the  rest  of  his  figures,  I  have  no 
more  information  than  is  shown  in  the  transcript  of  a 
hearing  of  September  18,  the  major  and  substantial  parts 
of  which  are  already  an  exhibit  in  this  record.  With  re¬ 
spect  to  the  amount  that  is  in  there  for  conversion  or  for 
income  taxes  or  for  any  other  costs  that  you  may  name,  in 
my  judgment,  and  I  believe  according  to  the  decision  or  the 
study  made  by  the  Commission,  that  all  of  those  costs  are 
in  there  in  one  form  or  another,  either  in  the  form  of  free 
use  of  property  or  joint  use  of  other  property  or  what  have 
you — the  considerations — because  the  Commission 

1455  itself  had  its  own  witness  check  the  5.93  mills  and  say 
that  they  were  fair  costs.  So  I  say  that  all  the  costs 

of  Pepco  are  considered  in  the  power  contract. 
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Q.  Well,  you  didn’t  furnish  to  this  Commission  in  pro¬ 
ceeding  as  you  did  in  Mr.  Bachman’s  testimony,  any  testi¬ 
mony  for  Mr.  Bachman  to  show  what  consideration,  if  any, 
he  gave  to  conversion  costs,  related  administrative  and 
general  expenses  or  income  taxes.  A.  No,  I  think  in  the 
record  of  the  Commission,  and  the  words  of  this  Commis¬ 
sion  as  has  been  included  in  a  letter  signed  by  Mr.  Martin, 
that  was  used  by  Capital  Traction  Company  in  inducing  the 
stockholders  of  its  company  to  agree  to  the  officers  signing 
the  merger  agreement. 

Q.  Thank  you.  You  have  answered  my  question.  Since 
the  Commission  approved  the  contract  with  the  kilowatt 
hour  cost  of  5.93  mills,  what  is  the  basis  for  your  statement, 
as  indicated  by  the  description  of  Exhibit  75,  at  the  top  of 
the  page,  that  these  costs  as  stated  by  Mr.  Bachman  were 
adopted  by  the  District  of  Columbia  Public  Utilities  Com¬ 
mission  in  Formal  Case  200?  Now,  I  call  your  attention  to 
the  fact  that  Mr.  Bachman’s  costs  are  5.66  mills,  and  I  think 
that  is  shown  by  the  exhibit  you  put  in  the  other  day,  Ex¬ 
hibit  75.  A.  I  think  that  my  reason  for  that  statement  is 
that  these  costs  were  set  forth  by  the  Commission  wit- 
1456  ness  as  representing  check  costs  against  the  costs 
shown  in  the  power  contract.  I  have  assumed  here 
that  the  Commission  adopted  the  testimony  of  its  own  wit¬ 
ness,  since  it  did  not  question  it  at  the  time. 

Well,  Mr.  Bachman’s  costs  were  5.66  mills,  was  it  not? 
A.  Yes. 

Q.  And  the  Commission  approved  5.93  mills.  A.  That  is 
correct.  The  check  costs  by  Mr.  Bachman  were  5.66  mills. 

Q.  So  does  that  not  indicate  the  Commission  found  some 
other  cost  that  Mr.  Bachman  did  not  include?  A.  No.  The 
5.93  mills  were  costs  arrived  at  by  the  parties  to  the  agree¬ 
ment  and  presented  to  the  Commission  for  their  considera¬ 
tion  and  approval,  and  the  Commission  applied  this  check 
to  it  and  found  that  the  amounts  that  were  stated  in  the 
power  contract,  the  agreement  by  the  parties,  was  fair. 
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Q.  Well,  now,  Mr.  Heberle,  I  think  you  stated  that  you 
were  one  of  the  parties  to  this  agreement,  were  you  not? 
A.  I  wasn’t  a  party  to  the  agreement.  I  am  sorry  if  the 
record  shows  that.  I  was  in  the  employ  of  the  Capital 
Traction  Company. 

Q.  Well,  now,  if  Mr.  Bachman  found  a  cost  of  5.66  and 
the  Commission  approved  a  rate  of  5.93  mills  and  it 

1457  did  not  find  some  element  of  cost  that  Mr.  Bachman 
did  not  include  in  his  5.66,  how  do  you  account  for 

the  difference  of  .17  mills?  A.  Well,  I  think  maybe  that  is 
the  same  kind  of  a  cushion  that  Mr.  McElfresh  has  been 
talking  about  in  this  hearing. 

Q.  But  if  5.66  represents  the  costs,  then  it  needed  no  cush¬ 
ion,  did  it?  A.  Well,  there  has  been  some  discussion  of  Mr. 
McElfresh ’s  cushion.  Maybe  you  want  to  discuss  this  one. 

Q.  I  would  like  to  direct  your  attention  to  the  elements 
of  cost  set  forth  in  the  first  column  of  Exhibit  75  which 
you  state  are  derived  from  Exhibit  31  in  this  proceeding. 
You  state  that  the  cost  of  generation  as  shown  by  you  was 
derived  from  Schedule  II-5.  Will  you  refer  to  that  schedule 
of  Exhibit  31  for  a  minute,  and  particularly  to  the  column 
“Power  Supply  and  Demand  Component.”  Now,  Mr. 
Heberle,  you  have  included  in  vour  cost  of  generation  the 
item  of  $794,668  for  operation  of  the  production  plant, 
haven’t  you?  A.  May  I  get  the  schedule  in  front  of  me, 
please?  Yes,  sir. 

Q.  But  you  have  not  included  in  any  of  the  other  costs 
appearing  in  that  column  as  power  supply.  A.  If  you  will 
identify  the  column  by  the  heading. 

1458  Q.  “Power  Supply” — demand  component.  A. 
No. 

Q.  You  have  heard  testimony  in  this  case,  have  you  not, 
that  there  are  certain  tie-lines  between  the  various  plants 
and  also  the  interconnection  lines  with  Baltimore  which 
must  be  considered  as  an  integral  part  of  the  power  supply 
system.  A.  I  haven’t  been  present  at  all  the  hearings,  but  I 
will  assume  that  such  testimony  has  been  given. 
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Q.  Should  not  costs  related  to  the  operation  and  the  main¬ 
tenance  of  the  total  power  supply  system  be  included  in 
the  development  of  any  cost  of  generation?  A.  No. 

Q.  Why  shouldn’t  it,  Mr.  Heberle?  A.  The  plant  origi¬ 
nally  contemplated  by  this  Commission  was  the  Bennings 
Plant  of  the  Potomac  Electric  Power  Company,  and  I  don’t 
think  that  necessarily  the  costs  that  relate  to  all  of  the 
plants  of  the  Potomac  Electric  Power  Company  need  neces¬ 
sarily  be  tied  up  with  this  power  cost. 

Q.  Well,  what  reason  would  you  give  for  not  including 
costs  related  to  the  operation  and  maintenance  of  the  total 
power  supply  line  in  determining  the  cost  of  generation? 
A.  X  see  no  costs  here  of  any  substantial  nature  that  I  be¬ 
lieve  should  be  included  under  power  supply. 

Q.  Well,  referring  to  that  column  of  power  supply, 
1459  the  demand  component  column,  you  do  not  think  that 
any  of  those  costs  are  properly  a  cost  attributable 
to  the  power  supply?  A.  I  am  not  clear  about  the  smaller 
items  appearing  under  the  transmission  plant  that  in  total 
would  amount  to  $7000.  If  they  had  been  included  under 
the  $794,000  they  would  have  made  no  difference  to  the 
computation  that  I  have  made. 

Q.  Well,  now,  take  that  item  of  $12,522.  Isn’t  that  part 
of  the  station  equipment  and  the  distribution  of  the  power 
supply?  A.  It  would  be  no  part  of  the  cost  attributable  to 
Capital  Transit  Company  under  the  prescription  followed 
by  the  Commission  in  1933. 

Q.  Well,  my  question  didn’t  go  back  to  the  framework  of 
the  1933  contract,  Mr.  Heberle.  My  question  was  why  such 
costs  should  not  be  included  in  the  costs  of  the  power  supply. 
A.  Not  in  the  costs  of  power  supply  to  Capital  Transit 
Company. 

Q.  Is  it  a  part  of  the  cost  of  generation?  A.  Now  what 
are  you  referring  to — that  $12,522? 

Q.  Yes —  A.  Let’s  be  specific.  I  want  to  know  the  item, 
you  are  talking  about  $12,522. 


458 


Q.  Let’s  take  the  first  and  go  right  down.  Take 

1460  the  first  item  of  $1,784.  A.  No,  I  don’t  think  there 
is  anything  that  I  see  there  that  is  a  part  of  the  cost 

of  generation,  with  the  possible  exception — there  is  station 
equipment,  $1,784.  There  is  poles  and  fixtures,  $673 — I 
don ’t  think  is  part  of  the  cost  of  generation ;  overhead  con¬ 
ductors  and  devices,  underground  conduit  and  underground 
conductors  and  devices,  no.  I  think  that  that  comes  under 
the  general  heading  of  my  answer  no — those  items. 

Q.  Well,  did  you  refer  to  all  those  items  down  in  that 
column?  A.  The  only  one  I  qualified  was  the  first,  station 
equipment,  $1,784,  which  might  be  a  cost,  a  general  cost  of 
power  supply. 

Q.  All  right.  What  about  the  next  item  of  $673?  A.  No. 

Q.  You  disagree  with  the  Potomac  Electric  Powrer  Com¬ 
pany  that  that  is  part  of  the  power  supply  cost?  A.  You 
are  asking  me  about  power  supply  and  I  am  answering  no. 

Q.  I  am  asking  about  the  cost  of  the  power  supply.  A. 
Yes. 

Q.  Why,  in  your  opinion,  is  that  $673  not  a  part  of  the 
cost  of  power  supply?  A.  With  respect  to  the  cost  of 
power  supply  to  Capital  Transit  Company,  my  an- 

1461  swer  stands  no.  I  will  not — I  am  not  here  attempting 
to  set  forth  with  respect  to  Exhibit  No.  31  any  dif¬ 
ference  of  opinion  with  the  witness,  Mr.  Main,  or  the  Poto¬ 
mac  Electric  Power  Company  with  respect  to  this  exhibit. 
It  is  to  its  application  to  Capital  Transit  Company  that  I 
ask  that  my  testimony  be  directed. 

Q.  And  then,  if  I  understand  you  correctly,  you  think  that 
none  of  those  items  shown  under  the  demand  component 
column  of  power  supply  on  II-5  of  Exhibit  31  are  proper 
parts  of  the  cost  of  power  supply.  A.  To  Capital  Transit 
Company,  no. 

Q.  Now,  Mr.  Heberle,  why  do  they  have  tie  lines  and 
interconnection  lines?  Why  do  they  have  tie  lines  from 
one  station  to  another?  A.  Well,  I  would  be  guessing.  I 
have  been  in  this  business  quite  a  good  deal  and  know  some- 
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thing  about  power  plants  and  power  stations,  but  I  am  not 
an  expert.  I  would  be  guessing  and  I  am  not  going  to  guess. 
So  I  will  say  I  do  not  know. 

Q.  Well,  can  you  answer  this  question  without  guessing. 
How  efficient  would  Benning  Plant  be  by  itself  without  con¬ 
nection  or  tie-lines  to  other  plants? 

Mr.  Sparks:  I  object  to  that,  Mr.  Chairman. 

Chairman  Flanagan:  Objection  sustained.  That  is  a 
rather  technical  question. 

1462  By  Mr.  Harrison: 

Q.  And  because  you  don’t  know  the  answer  to  it,  is  that 
one  reason  you  would  exclude  those  items  from  the  power 
supply  cost,  Mr.  Heberle?  A.  No. 

Q.  Now,  Mr.  Heberle,  in  that  same  column,  II,  page  5 
of  Exhibit  31,  you  will  note  that  the  company  has  allocated 
$303,321  of  the  administrative  and  general  expenses  to 
power  supply  cost.  You  have  given  no  consideration  to 
this  element  in  the  cost,  have  you — in  the  cost  developed  by 
you.  A.  I  have  given  the  same  consideration  to  it  that 
the  Commission  gave  to  its  check  figures  in  1933. 

Q.  All  right.  Will  you  show  on  Exhibit  75  what  consid¬ 
eration  and  where  you  have  given  consideration  to  that 
$303,321.  A.  No,  it  doesn’t  appear  on  Exhibit  75. 

Q.  All  right.  A.  Because  the  consideration  that  has  been 
given  to  these  costs  is  part  of  the  other  considerations  of 
the  contract. 

Q.  Will  you  state  in  your  cost  of  generation  where  you 
have  given  consideration  and  what  consideration  you  gave 
to  that  item?  A.  Are  you  now  referring  to  Exhibit  75? 

Q.  Yes,  and  your  statement  about  what  the  cost. 

1463  of  generation  is,  and  it  is  demonstrated,  as  I  under¬ 
stand,  by  Exhibit  75  and  your  testimony  in  connec¬ 
tion  therewith.  And  I  am  asking  you  now  to  point  out 
where  you  have  shown  any  consideration  of  that  $303,321 
item.  A.  The  consideration  that  is  given  to  that  item  ap¬ 
pears  in  the  power  contract  itself.  It  does  not  appear  in 


460 


any  table  on  Exhibit  75  nor  in  any  set  of  figures  that  I 
have  produced.  It  is  one  of  the  considerations,  it  is  one  of 
the  costs  that  are  matched  by  the  other  considerations  of 
the  contract,  the  power  contract. 

Q.  Then  is  it  your  contention  that  the  costs  shown  by 
you  include  such  items  as  this  $303,000  item?  A.  It  is  my 
contention  that  the  price  paid  for  power  by  Capital  Transit 
Company  includes  compensation  for  all  of  those  costs,  in¬ 
cluding  all  of  the  provisions  of  the  properties  and  the  other 
provisions  of  the  power  contract. 

Q.  Mr.  Heberle,  when  the  power  contract  was  entered 
into,  do  you  know  whether  or  not  the  Buzzard  Plant  was 
in  operation?  A.  My  recollection  is  that  is  was  not,  but  I 
can’t  state  definitely. 

Q.  Was  the  Potomac  generating  plant  in  existence  at  that 
time?  A.  I  wouldn’t  attempt  to  answer  those  questions. 

If  you  need  them  there  are  persons  in  the  room  who 
1464  are  better  qualified  than  I  to  answer  them. 

Q.  I  am  speaking  about  the  plant  built  in  Alex¬ 
andria  and  put  in  operation  last  year.  A.  Well,  the  answer 
to  that  is  no. 

Q.  When  that  contract  w-as  made  in  1933  they  didn’t  have 
the  tie-lines  and  connecting  lines  between  the  different 
plants,  did  they?  A.  Correct.  I  have  no  doubt  that  the 
purpose  of  building  all  of  these  plants  was  to  produce  cur¬ 
rent  at  a  lesser  cost,  and  that  the  efficiencies  that  are  pro¬ 
duced  by  these  plants  produces  current  at  a  lesser  cost  than 
produced  in  1933  and  Capital  Transit  Company  has  not 
benefited  from  any  of  those  lesser  costs. 

Q.  Suppose  Bennings  Plant  had  gone  out  of  existence,  Mr. 
Heberle.  Would  Capital  Transit  Company  have  found  any 
benefit  in  operating  its  street  cars  from  tie-lines  with  the 
Buzzard  Point  Plant  or  the  Potomac  Generating  Plant?  A. 
I  can’t  answer  such  a  supposition. 

Q.  I  am  satisfied  with  your  answer.  When  the  1933  con¬ 
tract  was  made,  Mr.  Heberle,  did  the  Potomac  Electric 
Power  Company  have  a  tie-line  with  the  Baltimore  Com- 
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pany?  A  .1  am  unable  to  answer  that,  and  I  am  frank  about 
it.  But  I  say  in  the  room  you  can  get  the  answer,  you  can 
get  the  date  and  match  it,  which  side  of  December  1, 

1465  1933  it  lies. 

Q.  In  your  opinion,  does  the  tie-line  with  Baltimore 
benefit  tremendous  users  of  electric  energy,  such  as  Capital 
Transit  Company,  in  the  operation  of  its  street  cars?  A. 
If  it  has,  Capital  Transit  Company  hasn’t  had  any  financial 
advantage  from  it. 

Q.  In  your  position  as  comptroller  of  Capital  Transit, 
Mr.  Heberle,  you  know,  do  you  not,  that  there  must  be 
certain  administrative  and  general  expenses  which  are 
directly  related  to  the  charges  for  labor  and  material  in¬ 
cluded  in  the  various  expense  accounts,  such  as  cost  of 
processing  the  time  sheets,  preparation  of  payrolls,  han¬ 
dling  stores  requisitions,  pension  payments,  insurance  and 
other  like  items.  A.  I  am.  I  am  also  aware  that  there  is 
usually  a  cost  attached  to  property  and  plant  that  a  com¬ 
pany  uses. 

Q.  Would  you  not  consider  it  proper,  Mr.  Heberle,  to 
assign  some  portion  of  these  administrative  and  general 
costs  to  the  direct  labor  and  material  charges  in  arriving 
at  a  proper  statement  of  the  cost  of  generation?  A.  I  am 
perfectly  willing  to  rest  upon  the  decision  of  the  parties  to 
the  agreement  and  the  Commission  and  its  decision  in  1933 
with  respect  to  those  matters. 

Mr.  Harrison:  I  submit  that  is  not  an  answer  to  my 
question. 

Chairman  Flanagan:  Can  you  make  a  more  re- 

1466  sponsive  answer  to  that? 

The  Witness :  Yes. 

Mr.  Harrison :  Thank  you.  Does  that  mean  that  you  can 
make  a  more  responsive  answer  or  is  that  the  answer  to  my 
question? 

Mr.  Await :  I  would  like  to  hear  the  question. 

(The  reporter  read  the  pending  question  as  follows: 
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“Would  you  not  consider  it  proper,  Mr.  Heberle,  to  assign 
some  portion  of  these  administrative  and  general  costs  to 
the  direct  labor  and  material  charges  in  arriving  at  a  proper 
statement  of  the  cost  of  generation?”) 

Mr.  Await:  You  mean  to  Capital  Transit? 

Mr.  Harrison :  Cost  of  generation,  Mr.  Await. 

The  Witness:  I  don’t  think  your  question  is  in  a  shape 
for  me  to  answer,  Mr.  Harrison.  You  mean  cost  to  Capital 
Transit  Company — I  say  no. 

Chairman  Flanagan:  Cost  of  generation,  he  said,  Mr. 
Heberle.  Capital  Transit  doesn’t  generate. 

Mr.  Harrison:  So  I  understand. 

Chairman  Flanagan :  Now,  do  you  remember  the 
question? 

The  Witness:  In  the  abstract  and  without  any  applica¬ 
tion  to  Capital  Transit,  yes.  In  its  application  to  Capital 
Transit  Company  under  all  the  framework  of  this  merger, 
no. 

By  Mr.  Harrison: 

Q.  I  didn’t  ask  you  that.  I  don’t  understand  that 
1467  Capital  Transit  is  generating  electricity.  I  asked 
you  about  the  cost  of  generation  and  your  answer  to 
that  is  yes,  is  that  correct?  A.  My  answer  was  in  its  appli¬ 
cation  to  Capital  Transit  Company. 

Q.  But  I  didn’t  ask  you  about  that.  Now,  referring  to  the 
item  for  maintenance  of  production  plant,  here  again  you 
have  used  only  the  direct  labor  and  material  charges  as  re¬ 
corded  on  the  books  without  any  consideration  of  the  related 
administrative  and  general  costs,  have  you  not  ?  A.  Yes,  sir. 

Q.  Now,  Mr.  Heberle,  you  recognize,  do  you  not,  that 
there  is  certain  equipment  and  related  costs  in  connection 
with  transmitting  power  from  the  production  plant  to  the 
substation  and  in  converting  it  to  the  600  volt  direct  current 
for  the  use  of  Capital  Transit  Company,  do  you  not?  A. 
Yes,  sir. 
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Q.  Will  you  point  out  in  your  elements  of  cost  just  where 
you  have  given  any  consideration  to  these  items.  A.  Those 
items  are  part  of  the  considerations  that  run  with  the 
power  contract,  including  the  use  of  property.  In  the 
figures  that  appear  in  Exhibit  75,  there  is  no  consideration 
given  to  them.  They  are  otherwise  taken  care  of. 

Q.  Could  you  point  out  in  Mr.  Bachman’s  testi- 

1468  mony  you  presented  in  this  proceeding  where  he 
gave  consideration  to  those  particular  elements? 

A.  No. 

Q.  Now,  referring  to  the  item  of  real  and  property  taxes, 
your  basic  figures  for  this  element  of  cost  came  from  Ex¬ 
hibit  31,  II-l,  I  believe.  By  reference  to  this  sheet,  it  is 
noted  that  you  have  taken  into  consideration  only  the  plant 
cost  recorded  as  production  plant.  Here  again  you  have 
given  no  consideration  to  the  investment  in  the  tie-lines 
which  are  a  part  of  the  power  supply  system,  the  property 
necessary  to  transmit  the  energy  from  the  production  plant 
to  the  substation,  nor  to  the  station  equipment  necessary 
for  conversion  to  600  volt  direct  current  energy,  have  you? 
A.  That  is  correct.  I  think  my  testimony  gave  the  items 
that  I  included. 

Q.  Now,  referring  to  this  element  of  gross  receipts  tax, 
the  unit  cost  as  shown  by  you  was  based  on  the  relation  of 
total  revenue  from  Capital  Transit  Company  to  total  rev¬ 
enue  from  all  sources,  is  it  not?  A.  Yes. 

Q.  The  gross  receipts  tax  is  levied  only  in  the  District 
of  Columbia,  isn’t  it?  A.  Yes. 

Q.  Would  it  not  then  have  been  more  appropriate  to 

1469  have  based  this  element  of  cost  on  the  relation  of 
Capital  Transit  Company  revenue  from  the  District 

of  Columbia  operations  to  the  total  revenue  from  the  Dis¬ 
trict  of  Columbia  operations?  A.  No,  not  the  way  I  ob¬ 
tained  the  figure. 

Q.  But  you  have  applied  it  to  revenues  from  all  sources, 
including  Maryland.  A.  In  order  to  obtain  a  ratio  only — 
just  obtain  my  ratio.  I  obtained  a  ratio  of  the  figures  to 
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obtain  the  amount  applicable  to  the  revenues  within  the 
District  of  Columbia. 

Q.  But  that  ratio  was  determined  by  using  revenues  of 
the  company  from  all  sources,  was  it  not?  A.  Yes,  sir. 

1476  By  Mr.  Harrison: 

Q.  Mr.  Heberle,  yesterday  afternoon  I  asked  you  about 
the  computation  of  the  element  cost  of  gross  receipts  tax 
shown  in  your  Exhibit  75,  and  I  asked  you  if  you  would 
ascertain  certain  information.  I  now  call  your  attention  to 
Capital  Transit’s  exhibit  put  in  this  case  by  Mr.  Harvey, 
No.  68,  and  ask  you  to  turn  to  that  exhibit  and  see  if  you 
do  not  find  the  information  from  which  you  can  make  the 
determination  that  I  asked  you  to  make  yesterday.  Now, 
that  exhibit,  Mr.  Heberle,  as  you  notice,  does  have  the  first 
six  months  of  1950  showing  the  total  of  Maryland  revenues 
to  Potomac  Electric  Power  Company  as  well  as  the  Virginia 
revenues  from  the  Transit  Company.  A.  Correct. 

Q.  My  question  yesterday  was  whether  or  not  if  you 
applied  the  gross  receipts  tax  only  to  the  District  of 
Columbia  revenue,  whether  your  ratio  would  be  different 
and  whether  the  cost  per  kilowatt  hour  for  the  gross  re¬ 
ceipts  tax  shown  on  Exhibit  75  would  be  greater  than 

1477  the  amount  of  .32087  mills  per  kilowatt  hour. 

Mr.  Sparks:  Mr.  Chairman,  I  understand  that  this 
Exhibit  68  reflects  merely  metered  sales  and  not  where  the 
particular  use  might  be.  Furthermore,  as  I  understand 
Mr.  Harrison’s  question,  it  requires  a  breakdown  for  Pepco 
total  revenues,  and  that  certainly  isn’t  reflected  in  this 
exhibit. 

By  Mr.  Harrison : 

Q.  I  would  like  to  ask  Mr.  Heberle  if  he  can’t,  from  this 
exhibit,  get  that  information,  knowing  that  the  Maryland 
tax  is  only  1  percent  and  the  District  tax  is  4  percent,  and 
if  he  cannot  make  that  separation  from  Capital  Transit’s 
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own  Exhibit  68  to  answer  the  question  I  asked  him  yester¬ 
day.  I  think  it  can  be  done  from  the  company’s  own 
exhibit.  A.  The  figure  that  I  put  in  yesterday  with  respect 
to  Exhibit  75  for  the  first  six  months  of  1950  based  upon 
kilowatt  hours  generated  in  order  to  make  them  correspond 
with  the  figures  in  the  second  column  headed  “Original 
Cost-1933”  were  based  on,  of  course,  generated  figures 
produced  by  the  reports  and  the  testimony,  exhibits  of  the 
Potomac  Electric  Power  Company.  There  is  nowheres  in 
the  record  nor  nowheres  available  to  me  the  amount  of 
kilowatt  hours  generated  for  Capital  Transit  Company. 
So  I  have  no  way  that  I  can  think  of  other  than  the  device 
that  I  have  used,  which  seemed  to  me  perfectly  sound, 
1478  for  allocating  the  gross  receipts  tax  in  the  check 
exhibit  as  set  forth  in  Exhibit  75  and  as  further 
enlarged  by  my  testimony  in  the  record  in  response  to  Mr. 
Reilly’s  question.  This  Exhibit  68  that  you  speak  of  relates 
to  kilowatt  hours  of  sales  and  not  kilowatt  hours  generated. 
•  ••••#*##• 

1480  Q.  Now,  Mr.  Heberle,  do  you  know  that  the  gross 
receipts  tax  paid  in  the  District  of  Columbia  by  Poto¬ 
mac  Electric  Power  Company  includes  the  tax  on  the  reve¬ 
nues  from  Virginia?  A.  I  don’t  know. 

•  #•••#*•#• 

1488  Q.  Now,  Mr.  Heberle,  I  refer  you  to  the  item  for 
depreciation  on  production  plant  on  your  Exhibit  75. 

You  have  given  consideration  only  to  depreciation  on  pro¬ 
duction  plant  and  have  not  considered  the  other  plant  prop¬ 
erty  which  I  asked  you  about  yesterday,  such  as 

1489  tie-lines  and  inter-connection  with  the  Baltimore 
Company  and  conversion  equipment — that  is  correct, 

is  it  not  Mr.  Heberle?  A.  That  is  correct,  as  set  forth  in 
my  testimony  quite  clearly,  I  believe. 

Q.  Now,  the  same  applies  to  the  element  of  return,  would 
it  not?  A.  The  answer  is  yes,  subject  to  the  testimony 
which  quite  fully  covered  the  point. 
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Q.  Well,  now,  let’s  see.  I  don’t  know  what  testimony  you 
are  referring  to.  A-  My  testimony  in  this  case  as  set  forth 
on  page  1156  of  the  record. 

Q.  All  right.  Will  you  state,  then,  what  power  supply 
properties  you  considered  in  arriving  at  your  element  of 
return  shown  as  the  kilowatt  hour  cost  of  energy  on  Exhibit 
75?  A.  On  Potomac  Electric  Power  Company  Exhibit  31, 
II-l,  the  production  plant  items  shown  near  the  top  of  the 
exhibit,  the  second  and  third  items,  and  that  together  with 
the  allocation  of  materials  and  supplies  in  two  items,  fuel 
and  generating  stations,  at  the  low’er  part  of  the  statement 
constituted  the  items  that  were  used  in  determining  the  re¬ 
turn  on  investment,  and  all  of  the  other  items  in  the 
column  headed  “Demand  Component”  were  excluded, 
not  used. 

1490  Q.  I  would  like  to  have  that  answer  read  back. 

A.  I  think,  Mr.  Harrison,  I  should  add  one  other 
figure.  That  is  why  I  think  my  reference  back  to  the  re¬ 
cord  was  very  useful,  because  it  also  includes,  I  believe — 

Q.  And  there  you  referred  to  page  5,  didn’t  you?  A.  I 
beg  your  pardon. 

Q.  Didn’t  you  refer  to  page  5  instead  of  page  1  of  II? 
A.  What  do  you  mean,  in  the  record? 

Q.  Yes.  The  reason  I  asked  yon  is  because  I  had  it 
marked  on  my  Exhibit  75  as  reference  to  page  5. 

(Discussion  off  the  record.) 

Q.  Well,  now,  Mr.  Heberle,  I  have  read  what  you  said 
in  your  direct  testimony  from  page  1156  of  the  transcript 
and  I  ask  you  now  if  in  the  computation  of  the  element 
return  on  Exhibit  75  you  included  any  plant  property,  such 
as  tie-lines,  Baltimore  connection,  conversion  equipment 
and  transmission  lines  to  the  substations.  A.  I  cannot 
answer  it  in  that  form.  I  can  say  that  I  did  not —  first,  I 
included  the  items  under  production  plant,  that  is  on  II-l, 
together  with  the  first  two  items  under  the  allocation  of 
materials  and  supplies  at  the  bottom.  And  then  I  included 
the  item  opposite  the  term  production  plant  on  IE-2,  and 
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I  did  not  include  any  items,  any  other  item,  including  a 
sequence  of  items  that  appear  under  the  heading  of 

1491  “Transmission  Plant”  “Distribution  Plant”  “Gen¬ 
eral  Plant”  on  II-l.  Also,  I  did  not  include  the  third 

item  for  materials  and  supplies  that  appears  on  the  bottom 
of  II-l.  I  did  not  include  on  H-2  several  items  that  appear 
under  “Transmission  Plant”  nor  the  several  items  that 
appear  under  the  heading  of  “Distribution  Plant”  nor  the 
one  item  that  appears  under  the  heading  of  “General 
Plant.” 

Q.  Well,  now,  those  items  constitute  an  integral  part  of 
the  power  supply  system,  do  they  not,  Mr.  Heberle? 
A.  They  do  not  constitute,  according  to  this  exhibit,  any 
part  of  the  production  plant. 

Q.  Well,  I  didn’t  ask  you  if  they  constituted  part  of  the 
production  plant.  I  asked  you  if  they  didn’t  constitute  part 
of  the  power  supply  system.  A.  I  have  no  doubt,  because  it 
is  included  in  the  Exhibit  of  the  Potomac  Electric  Power 
Company,  that  it  includes  part  of  the  cost,  the  cost  of  their 
entire  property  and  plant. 

Q.  Mr.  Heberle,  on  page  1163  of  the  transcript,  in  re¬ 
sponse  to  a  question  by  Mr.  Kirby,  you  stated  as  follows : 
“No  consideration  had  been  given  to  income  taxes  in  any 
of  those  figures,  but  I  repeat  that  that  does  not  mean  that 
consideration  is  not  given  to  that  and  all  other  costs  in  the 
power  arrangement  between  the  parties.”  Will  you  point 
out  in  Exhibit  75,  Mr.  Heberle,  or  anywhere  else,  just  what 
consideration  and  how  much  consideration  was  given 

1492  by  you  to  income  taxes  in  the  determination  of  mills 

1493  per  kilowatt  hour.  A.  The  consideration  comes 
under  the  question  of  “anywhere  else”  in  your  state¬ 
ment,  not  in  Exhibit  75.  And  it  is  in  all  of  the  considera¬ 
tions  that  passed  between  the  parties  in  1932  or  ’33  at  the 
time  of  the  merger  when  the  power  contract  was  entered 
into.  And  the  considerations  at  that  time,  if  your  thoughts 
run  towards  a  change  in  the  income  tax  rate  since  that  time, 
the  consideration  at  that  time  fixed  a  certain  figure  method 
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of  determining  on  an  escalator  basis,  what  additional  costs 
the  company  might  pay  based  upon  changes  in  the  cost  of 
coal.  So  that  over  and  above  the  conditions  that  existed 
at  the  time  the  contract  was  entered  into  in  1933,  there 
have  been,  under  that  contract  and  as  a  result  of  known 
considerations  at  the  time,  added  payments  that  have  run 
to  the  Potomac  Electric  Power  Company  over  and  above 
those  paid  in  1933. 

Q.  Well,  then,  if  I  understand  your  answer,  Mr.  Heberle, 
this  kilowatt  hour  cost  in  mills  shown  on  Exhibit  75  is  a 
minimum  cost  and  was  determined  at  the  time  when  in¬ 
come  tax  at  the  rate  of  13  percent,  was  it  not?  A.  No,  I 
don’t  understand  that  to  mean  the  minimum  cost.  I  under¬ 
stand  it  to  be  a  certain  cost  of  elements  that  were  used  by 
the  Commission  in  1933  as  checking  the  rate  in  the  power 
contract. 

1494  Q.  But  they  are  not  all  of  the  costs  that  enter  into 
the  cost  of  furnishing  service  now,  as  shown  in  your 

Exhibit  75.  A.  Included  in  the  considerations  of  the  con¬ 
tract.  My  answer  to  that  is  that  in  all  of  the  considerations 
are  all  of  the  costs  that  exist  today. 

Q.  Well,  now,  the  income  tax  rate  was  13  percent  in  1933, 
was  it  not?  A.  Yes,  sir. 

Q.  What  is  it  now  or  will  it  be,  so  far  as  you  know,  for 
1951?  A.  Well— 

Q.  I  mean  the  rate.  A.  I  don’t  have  the  rate  in  mind, 
but  it  will  be  upwards  of  40  percent. 

Q.  Either  42  or  45,  won’t  it,  under  the  recent  tax  bill? 
A.  I  will  accept  that  subject  to  the  general  knowledge  of 
what  the  tax  bill  contains. 

Q.  Well,  now,  Mr.  Heberle,  you  realize,  do  you  not,  that 
return  on  investment  as  computed  after  allowance  for 
operating  expenses,  depreciation  and  taxes  and  except  for 
below-the-line  deductions  should  closely  approximate  the 
taxable  income  for  income  tax  purposes.  Therefore, 

1495  if  you  include  as  an  element  of  cost  5%  percent  re¬ 
turn  on  investment,  you  would  of  necessity  have  to 
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include  an  item  for  income  taxes  related  to  that  return, 
would  you  not  ?  A.  I  can’t  accept  all  of  the  assumptions  that 
you  are  making  in  your  question,  Mr.  Harrison,  because  in 
the  corporations  that  I  am  familiar  with,  the  question  would 
not  apply  at  all — those  assumptions  would  not  apply — and 
I  believe  that  they  don’t  apply  in  the  case  of  the  Potomac 
Electric  Power  Company,  just  on  general  knowledge. 

Q.  Let’s  take  the  item  of  income  taxes.  For  the  years 
1950  and  1951  will  income  taxes  be  at  the  rate  of  13  percent 
or  will  it  be  in  the  neighborhood  of  42  or  45  percent? 
A.  They  will  not  be  at  the  rate  of  13  percent,  I  would  say, 
of  the  taxable  income.  But  they  will  apply  to  the  taxable 
income,  and  I  cannot  determine  the  taxable  income  from 
any  of  the  exhibits  in  this  case,  either  mine  or  the  Potomac 
Electric  Power  Company’s. 

Q.  But  your  return  certainly  does  not  give  consideration 
to  any  income  tax  in  excess  of  13  percent  of  the  taxable 
income,  does  it?  Let  me  strike  that  question  and  ask 
another  one.  The  return  element  of  cost  shown  on  Exhibit 
75  does  not  even  give  consideration  to  any  income  tax, 
does  it?  Nor  is  it  giving  consideration  to  any  other  ele¬ 
ment  of  cost  shown  on  Exhibit  75,  is  it?  A.  I  have 
1496  not  been  able  to  identify  in  Exhibit  75  an  element 
of  income  tax,  but  the  costs  were  included,  income 
tax  costs,  and  all  other  costs  were  included  in  the  considera¬ 
tions  of  which  Exhibit  75  merely  portrays  one. 

Q.  How  much  did  these  other  considerations  amount  to 
in  mills  per  kilowatt  hour?  A.  Neither  now  or  at  any 
other  time  that  I  know  of,  including  the  negotiations,  were 
they  exactly  expressed  in  mills  per  kilowatt  hour  within  the 
range  of  my  knowledge. 

Q.  And  can  you  point  to  any  element  of  cost  shown  in 
Exhibit  75  where  there  has  been  given  consideration  to  in¬ 
come  taxes?  A.  Not  in  Exhibit  75,  but  all  of  the  other 
considerations,  all  costs  have  been  given  consideration. 

Q.  Now,  income  tax  is  a  cost,  is  it  not?  A.  Yes,  sir. 

Q.  Part  of  the  cost  of  energy.  A.  Yes,  sir. 
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Q.  Well,  even  though  you  can’t  point  to  it  in  Exhibit  75, 
can  you  point  to  the  source  material  from  which  you  made 
up  Exhibit  75  where  any  consideration  was  given  to  income 
taxes?  A.  As  I  have  said,  it  would  not  run  to  any  of  the 
figures  in  Exhibit  75,  but  to  other  considerations. 

Q.  Can  you  point  to  those  other  considerations  and  show 
that  any  consideration  was  given  to  the  element  of 

1497  cost  of  income  taxes?  A.  The  other  considerations 
included  an  increase  in  the  power  rate  brought 

about  based  upon  changes  in  the  cost  of  coal  per  ton  but 
which  reflected  costs  over  and  above  coal  costs.  They  were 
part  of  the  consideration.  Another  consideration  was  in 
the  lease  of  property,  the  use  of  property — that  property 
has  become  more  valuable  through  the  years.  There  are 
many  considerations  I  can  point  to,  but  I  cannot  identify  in 
figures,  either  total  or  per  kilowatt  hour. 

Q.  Well,  now,  was  any  of  those  considerations  you  just 
mentioned,  the  lease — does  that  cover  the  item  of  income 
tax  cost?  A.  Income  tax  cost  and  all  other  costs  are  in¬ 
cluded  in  the  consideration  paid  by  Capital  Transit  Com¬ 
pany  to  Pepco. 

Q.  Can  you  point  to  anything  in  the  power  agreement 
or  any  other  understanding  between  Potomac  Electric 
Power  Company  and  Capital  Transit  Company  which  would 
indicate  in  the  slightest  degree  that  in  fixing  the  rate  under 
that  contract  any  particular  element  or  consideration  was 
given  to  the  income  tax  item? 

Chairman  Flanagan:  I  think  the  witness  has  answered 
that  several  times,  Mr.  Harrison. 

By  Mr.  Harrison : 

1498  Q.  When  you  refer  to  these  other  elements  of  cost, 
Mr.  Heberle,  are  there  elements  not  expressed  on 

Exhibit  75?  A.  Some. 

Q.  What  are  they?  A.  You  have  mentioned  one  that 
may  not  be  included  in  Exhibit  75. 
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Q.  It  is  not  included,  is  it?  A.  I  have  not  been  able  to 
find  it  there.  But  it  was  in  the  cost  in  1933  and  the  Com¬ 
mission  knew  of  all  of  the  considerations. 

Q.  Nor  have  you  been  able  to  find  it  anywhere  else,  have 
you?  A.  Not  as  a  single  element.  Neither  have  I  been 
able  to  identify  as  a  single  element  the  value  of  all  of  the 
other  considerations. 

Q.  So  it  is  obvious,  is  it  not,  Mr.  Heberle,  that  the  kilo¬ 
watt  hour  costs  on  Exhibit  75  does  not  include  all  the  cost, 
all  the  elements  of  cost  per  kilowatt  hour.  A.  It  includes 
the  elements  of  cost  that  it  purports  to  include — those  parts 
of  the  costs  that  are  set  forth  and  described  by  the-  Com¬ 
mission  in  1933,  and  I  followed  the  same  prescription  at  the 
present  time. 

Q.  That  doesn’t  answer  the  question.  I  see  those  ele¬ 
ments  there.  I  have  been  cross-examining  about  them.  I 
am  asking  you  if  from  your  statement  this  morning 
1499  there  aren’t  other  elements  of  the  cost  of  kilowatt 
hours  that  are  not  included  in  your  Exhibit  75.  Now, 
you  can  answer  that  yes  or  no.  I  would  like  a  second  yes 
or  no  answer  from  you.  A.  Yes. 


1506  Mr.  Sparks:  May  it  please  the  Commission,  we 
have  examined  the  transcript  in  Formal  Case  200 
during  the  recess,  and  we  find  that  there  was  an  inadver¬ 
tent  transposition  of  that  portion  of  the  testimony  which 
Mr.  Beillv  has  mentioned.  We  think  it  is  wholly  insigni¬ 
ficant. 


By  Mr.  Reilly: 


Q.  I  take  it,  Mr.  Heberle,  so  that  the  record  will  be  clear, 
that  you  did  not  read  the  transcript  of  Formal  Case 
1507  200  before  you  testified?  A.  I  read  the  transcript 
in  Formal  Case  200,  but  did  not  compare  it  with  the 
exhibit. 
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Q.  So  that  your  direct  testimony  in  the  quotation  was 
from  the  exhibit,  not  from  the  transcript?  A.  That’s  cor¬ 
rect.  It  is  from  the  exhibit.  Now,  I  might  state,  Mr. 
Reilly,  that  the  exhibit  was  not  being  presented  by  me  at 
the  time.  I  was  quoting  from  an  exhibit  that  had  been 
identified  in  the  case. 

Q.  You  did  say,  though,  that  you  thought  it  was  im¬ 
portant  enough  for  you  to  repeat,  didn’t  you,  Mr.  Heberle? 
A.  Yes,  sir.  I  still  think  all  parts  of  the  record  of  the 
transcript  of  the  hearing  in  Formal  Case  No.  200,  occurring 
on  September  18,  1933,  are  well  worth  reading  and  incor¬ 
porating,  in  my  judgment. 

Q.  Thank  you  very  much,  Mr.  Heberle.  Now  will  you 
begin  to  read?  A.  Yes,  sir. 

Q.  Start  with  “Mr.  Clayton”  on  page  51.  Let  me  ask 
you  a  preliminary  question,  please.  The  Bachman  testi¬ 
mony  which  is  in  Exhibit  63  and  in  your  testimony  ending 
in  1141  of  the  transcript,  ends  in  the  transcript  of  Formal 
Case  200  with  “Mr.  Roberts:  Thank  you.”  A.  Yes. 

Q.  Now,  Mr.  Heberle,  in  view  of  the  importance 
1508  which  you  attach  to  this  testimony,  will  you  please 
read  beginning  with  “Mr.  Clayton”  on  page  51, 
which  is  next  following  “Mr.  Roberts:  Thank  you.”  I  be¬ 
lieve  that  you  will  find  when  you  read  that  Mr.  Bachman 
finished  his  testimony  on  page  54  of  the  transcript.  A. 
Starting  with  page  51  of  the  transcript  in  Formal  Case  No. 
200,  September  18,  1933,  and  near  the  bottom  of  the  page, 
I  quote:  “Mr.  Clayton” — and  I  might  interpolate  that  Mr. 
Clayton  was  as  I  recall  chairman  of  a  committee  of  the 
Federation  of  Citizens  Association,  and  who  appeared  in 
the  merger  hearings  and,  in  fact,  in  all  hearings  at  those 
times,  representing  the  Federation  of  Citizens  Associa¬ 
tions. 

Now  I  go  back: 

“Mr.  Clayton:  Mr.  Bachman,  you  were  familiar  with  the 
terms  of  the  contract  between  the  Washington  Railway  & 
Electric  Company,  the  present  Washington  Railway  Com- 
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pany,  and  the  Potomac  Electric  Power  Company,  as  to 
leased  power? 

“Mr.  Bachman:  Yes,  sir. 

‘  ‘  Mr.  Clayton :  In  this  new  contract  that  is  now  referred 
to  between  the  Potomac  Electric  Power  Company  and  the 
new  company — 

Mr.  Reilly:  You  said  “in.” 

The  Witness:  I  would  like  to  correct  the  first  word.  I 
will  repeat: 

“Mr.  Clayton:  Is  this  new  contract  that  is  now 
1509  referred  to  between  the  Potomac  Electric  Power 
Company  and  the  new  company  as  advantageous  to 
the  new  company  as  the  old  one  is  to  the  Washington  Rail¬ 
way  Company,  in  your  opinion? 

“Mr.  Bachman :  Do  you  mean  to  the  combined  companies, 
or  the  railway  only? 

“Mr.  Clayton:  I  mean  to  the  combined  company,  the  new 
company. 

“Mr.  Bachman:  That  is  a  hard  question  to  answer,  Mr. 
Clayton.  There  are  so  many  things  involved.  I  should  say 
it  is  about  a  fifty  fifty  break. 

“Mr.  Clayton:  I  understood  the  Chairman  to  say  it  was 
considerably  more  than  the  old  contract,  considerably  more 
than  cost. 

“Mr.  Roberts:  Mr.  Bachman,  under  the  old  Washington 
Railway  contract,  the  theory  was  the  Washington  Railway 
&  Electric  generated  current  in  the  Pepco  ? 

“Mr.  Bachman:  Yes. 

“Mr.  Roberts:  And  bore  the  cost  of  transmission,  sub¬ 
station  equipment  and  delivery  of  the  current  to  the  rail¬ 
way  operation  of  the  Washington  Railway  &  Electric  Com¬ 
pany? 

“Mr.  Bachman :  The  railway  bore  its  portion  of  it.  They 
always  had  the  substation  expenses  in  their  own  operating 
accounts.  That  included  the  power  sold  to  outside  corpora¬ 
tions.  So  the  unit  cost  was  probably  higher  than  would 
be  reflected  under  this  contract. 
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1510  “Mr.  Roberts:  There  was  a  net  revenue  by  the 
sale  of  power  by  the  Washington  Railway  &  Electric 

to  outside  corporations? 

“Mr.  Bachman:  Yes,  sir. 

“Mr.  Roberts :  Approximately  how  much  per  annum? 

“Mr.  Bachman:  $240,000,  or  something  like  that;  it  has 
been  declining  each  year. 

“Mr.  Roberts:  The  new  company  will  not  get  that? 

“Mr.  Bachman:  No,  sir. 

“Mr.  Roberts:  So,  the  net  cost  of  the  power  to  the  new 
company  will  be  different  by  that  amount? 

“Mr.  Bachman:  Yes,  sir. 

“Chairman  Patrick:  What  price  did  the  Washington 
Railway  Company  pay  to  the  Potomac  Electric  Power  Com¬ 
pany  per  kilowatt  hour  for  the  power  it  produced  as  ob¬ 
tained  from  that  plan? 

“Mr.  Bachman:  The  only  difference  in  the  price  paid  by 
the  Washington  Railway  and  the  generation  cost  as  shown 
in  the  power  company  was  a  difference  of  25  cents  a  ton 
on  coal  that  was  switched  by  the  railway  company  for  the 
Pepco.  The  amount  of  power  generated  in  the  plant  and 
taken  by  the  railway  company,  the  cost  was  billed  by  the 
Pepco  for  the  raw*  material  and  labor,  exclusive  of  the  25 
cents  per  ton  switching. 

“Chairman  Patrick:  That  gave  what  per  kilowatt  hour, 
approximately? 

1511  “Mr.  Bachman:  About  2.8  mills. 

“Chairman  Patrick:  And  now  the  new  company 
will  pay  the  power  company  how  much  per  kilowatt  hour? 

“Mr.  Bachman;  Just  for  generation? 

“Chairman  Patrick:  Yes. 

“Mr.  Bachman:  It  will  figure  2.9. 

“Chairman  Patrick:  The  total  cost. 

“Mr.  Bachman:  5.9. 

“Chairman  Patrick:  5.9? 

“Mr.  Bachman:  Yes,  sir. 
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“Chairman  Patrick:  Any  questions  relating  to  the  power 
contract.’’ 

*•#•••*••• 

Q.  Mr.  Heberle,  in  computing  the  figures  shown  under 
the  column  headed  “First  Six  Months  1950(a)”  in 

1512  your  Exhibit  75,  did  you  consider  only  the  Benning 
plant  as  it  existed  in  1932?  A.  No. 

Q.  The  answer  is  “no”?  A.  No. 

Q.  If  you  were  making  your  computations  within  the 
framework  of  the  power  contract,  as  you  have  stated  so 
many  times,  should  you  not  have  restricted  yourself  to  the 
Benning  plant  as  it  existed  in  1932?  A.  Yes;  and  if  that 
information  had  been  available  to  me  I  would  have  used  it. 

Q.  Did  you  request  that  information  from  anybody?  A. 
I  did  not. 

Q.  Did  you  include  the  modern  Benning  plant  as  well 
as  Buzzard  Point  Potomac  River  Plant  over  at  Alexandria? 
A.  To  the  extent  that  they  were  included  in  the  figures  that 
I  derived  from  Pepco  Exhibit  No.  31  in  this  case,  I  included 
them.  I  believe  that  my  testimony  shows  particularly  the 
items  used,  Mr.  Reilly. 

*•*••••••• 

1513  Q.  Mr.  Heberle,  while  you  and  Mr.  Harrison  were 
endeavoring  to  clear  up  Exhibit  75, 1  believe  you  said 

that  the  coal  clause  covered  increased  cost  other  than  the 
cost  of  fuel.  Am  I  correct  that  you  said  that?  A.  Yes,  sir. 

Q.  What  did  you  mean  ?  A.  I  meant  by  that,  Mr.  Reilly, 
that  between  1933  and  the  present  there  had  been  efficiencies 
in  the  plant  by  which  the  amount  of  coal  for  producing 
a  kilowatt  hour  has  been  reduced.  I  know  that  that  is  of 
general  knowledge — the  efficiencies  of  the  plant.  That  im¬ 
provement  represents  a  further  benefit  to  Potomac  Electric 
Power  Company  arising  year  by  year,  and  would  be  repre¬ 
sented  to  some  extent  by  the  difference  between  the  5.9  mills 
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that  were  originally  paid  in  1933,  paid  in  the  first  instance, 
and  the  approximately  10  mills  at  the  present  time. 

•  **•••*••• 

Q.  Mr.  Heberle,  can  yon  identify  that  signature 

1514  (indicating  document)  ?  A.  Yes,  sir. 

Q.  Will  you  please  read  that  document? 

Mr.  Await:  I  would  like  to  see  that. 

Mr.  Reilly:  You  will  see  it. 

The  Witness:  The  signature  you  pointed  to  is  J.  H. 
Hanna. 

By  Mr.  Reilly: 

Q.  Who  is  J.  H.  Hanna?  A.  J.  H.  Hanna  at  the  time  of 
the  merger  was  president  of  the  Capital  Traction  Com¬ 
pany.  I  was  assistant  to  the  president. 

Q.  He  was  one  of  the  signatories  on  the  Unification 
Agreement  which  has  been  identified  for  this  record  as  Ex¬ 
hibit  42  and  received  in  evidence?  A.  Wherever  in  any 
of  those  documents  the  signature  J.  H.  Hanna  appears,  it  is 
the  J.  H.  Hanna  whose  signature  appears  on  this  paper 
that  you  have  showm  me. 

Q.  Will  you  please  read  that  document  into  the  record, 
Mr.  Heberle?  A.  I  quote :  “  (Memorandum  dictated  by  Mr. 
Hanna,  September  13,  1933.) 

“Our  understanding  of  the  period  of  duration  of  the 
proposed  power  contract  is  that  the  specific  terms  and  con¬ 
ditions  stated  therein  shall  remain  in  effect  and  be  binding 
on  both  parties  until  such  time  as  such  terms  and  condi¬ 
tions  may  be  required  to  be  changed  by  the  Public 

1515  Utilities  Commission.  That  the  period  “for  five  (5) 
years  or  until  such  time  as  such  terms  and  conditions 

may  be  required  to  be  changed  by  the  Public  Utilities  Com¬ 
mission”  should  be  taken  together,  with  the  understanding 
that  the  Commission  may  change  the  terms  at  any  time 
during  the  five  years,  or  subsequent  thereto,  but  that  the 
five  year  period  was  stated  only  in  order  that  it  might  tend 
to  prevent  the  Commission  from  changing  them  at  least 
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for  that  period.  If  at  any  time  the  terms  and  conditions 
set  up  in  the  contract  are  required  to  be  changed  by  order 
of  the  Commission,  the  first  part  of  paragraph  1,  which  is 
a  restatement  of  Section  10  of  the  Merger  Act,,  becomes 
effective,  the  Power  Company  continues  to  be  obligated  to 
furnish  power  during  its  life  under  such  reasonable  terms 
and  conditions  as  the  Commission  may  prescribe,  the 
Transit  Company  would  then  be  free  to  purchase  power 
elsewhere.  ’  ’ 

Then  the  document  is  signed  in  the  handwriting  of  J.  H. 
Hanna,  and  I  recognize  the  signature  of  Mr.  Hanna.  And 
it  is  signed  by  William  M.  McClellan,  who  I  believe  to  be 
Dr.  McClellan,  but  whose  signature  I  cannot  identify. 


1519  Redirect  examination 

By  Mr.  Sparks: 

1520  Q.  Mr.  Heberle,  do  you  have  your  Exhibit  63  be¬ 
fore  you?  Will  you  refer  to  that  exhibit,  Mr. 

Heberle,  being  excerpts  from  Mr.  Bachman’s  testimony  in 
the  1933  hearing,  and  to  page  2,  beginning  with  the  line 
which  reads  “Chairman  Patrick”  and  ending  with  the  line 
which  begins  “Mr.  Keech.” 

Will  you  agree  that  that  portion  of  Exhibit  63  should  be 
inserted  before  the  questions  and  answers  on  the  first  page 
of  Exhibit  63,  in  view  of  your  examination  of  the  tran¬ 
script?  A.  It  should  be  inserted  as  testimony  appearing  in 
the  record  before  Mr.  Bachman  appeared  on  the  stand. 

Q.  Now  will  you  refer  to  page  1141  of  the  transcript  of 
the  testimony.  Do  you  have  page  1141?  A.  Yes,  sir. 

Q.  Beginning  with  line  14  and  ending  with  line  21,  should 
not  that  portion  of  the  quotation  there  be  inserted  ahead  of 
line  19  on  page  1139?  A.  It  should. 

Q.  And  with  respect  to  your  exhibit,  do  you  wish  to  cor¬ 
rect  exhibit  63  in  the  manner  that  we  have  just  indicated, 
the  testimony  of  Mr.  Bachman  on  Exhibit  63?  A.  Yes. 
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Q.  Do  those  changes,  Mr.  Heberle,  that  we  have  just 
referred  to  in  the  transcript  and  in  Exhibit  63,  make  any 
difference  in  your  testimony  in  this  case?  A.  Not  at 
all. 

1521  Q.  Do  they  make  any  difference  in  the  conclusions 
which  you  have  drawn  from  Exhibit  63,  being  Mr. 
Bachman’s  testimony?  A.  None  whatever. 

By  Mr.  Sparks: 

Q.  With  regard  to  the  testimony  which  Mr.  Reilly  asked 
you  to  read  into  the  record  beginning  with  page  51  of  For¬ 
mal  Case  200,  does  that  testimony  make  any  difference  in 
the  conclusions  which  you  have  drawn  from  Exhibit  63? 
A.  None  whatever. 

Q.  Referring  now  to  the  memorandum  which  Mr.  Reilly 
asked  you  to  read  into  the  record,  signed  by  Mr.  Hanna, 
does  that  memorandum  change  your  testimony  or  change 
your  conclusions  in  this  case?  A.  No. 

•  *•••••••• 

1528  Herbert  F.  G.  Main  resumed  the  stand  and  testified 
further  as  follows : 

Redirect  examination 

By  Mr.  Reilly: 

Q.  Mr.  Main,  have  you  examined  Exhibits  47,  48,  and  49, 
introduced  by  Mr.  Macintosh,  and  have  studied  Mr.  Mac¬ 
intosh’s  testimony  regarding  them?  A.  Yes,  I  have.  At 
page  985  of  the  transcript  Mr.  Macintosh  stated  that  “It  is 
my  opinion  that  the  allocation  should  be  made  on  a  revenue 
basis.” 

Again  at  page  986  he  says,  “In  my  opinion,  the 

1529  finally  determined  additional  total  revenue  require¬ 
ments,  to  maintain  the  Company’s  revenue  and  earn¬ 
ings  at  a  reasonable  level  under  present  day  conditions 
should  be  allocated  to  existing  rate  schedules  for  the  vari- 


479 


ous  rate  schedule  classes  on  the  basis  of  the  percentage 
relationship  existing  between  the  present  total  revenue 
from  the  rate  schedule  classes  and  the  additional  required 
rate  schedule  revenue  from  the  same  classes  for  the  fore¬ 
cast  period,  12  months  ending  June  1951.” 

Thus,  Mr.  Macintosh  recommends  an  across-the-board 
increase  for  the  three  rate  schedule  groups  after  increases 
for  the  three  special  customer  groups  have  been  provided 
for  on  another  basis.  His  exhibit  No.  48  sets  forth  the 
effect  of  this  allocation  to  the  rate  schedule  groups. 

The  reason  advanced  by  Mr.  Macintosh  for  this  method 
of  allocation  to  the  three  rate  schedule  groups  appears  in 
his  testimony  at  pages  984  and  985,  where  in  substance  he 
says  that  because  the  dollar  needs  increase  is  a  demand 
situation  in  major  part,  the  additional  revenue  should  be 
allocated  on  a  demand  basis,  but  lacking  demand  data,  the 
next  best  allocation  must  be  sought. 

The  question  then  becomes :  What  is  the  next  best  basis 
for  the  allocation?  Mr.  Macintosh  recommends  the  revenue 
basis  because  as  he  points  out,  the  total  revenue  does  in¬ 
clude,  among  other  things,  the  demand  component. 

Under  the  present  rate  schedules,  with  a  cost  of 
1530  fuel  adjustment  in  the  high  voltage  and  large  com¬ 
mercial  rates,  but  not  in  any  of  the  other  schedules 
and  the  cost  of  fuel  declining,  it  can  be  readily  seen  that 
those  two  classes  will  in  1951,  be  on  a  relatively  lower  rate 
level  than  the  residential  and  small  commercial  customers. 
Therefore,  under  the  present  rate  schedules,  the  High  Vol¬ 
tage  and  Large  Commercial  Classes  would,  in  effect,  re¬ 
ceive  a  rate  reduction  during  the  test  period  below  their 
present  level,  hence  the  present  revenue  relationship  be¬ 
tween  the  classes  will  no  longer  exist.  To  use  the  forecasted 
revenues  under  present  rates,  which  reflect  that  rate  re¬ 
duction  to  allocate  the  increase  would,  therefore,  produce 
a  totally  erroneous  result. 

In  my  direct  testimony,  page  145, 1  stated  that  allocating 
the  revenue  increase  to  the  rate  schedule  customers  in 
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proportion  to  the  kilowatt-hour  sales  to  the  respective 
groups  would  tend  to  maintain  the  present  degree  of  rela¬ 
tionship  between  the  groups. 

In  my  opinion,  the  kilowatt-hour  basis  is  an  equitable 
method.  This  is  demonstrated  by  comparing  the  results  of 
allocating  using  the  demands,  kilowatt  hour  sales,  and  rev¬ 
enues  for  the  six  months  ended  June  1950,  contained  in  Ex¬ 
hibit  No.  31. 

An  apportionment  of  the  $2,102,000  increase  for  the  rate 
schedule  groups  on  a  demand  basis  would  give  the  low  volt¬ 
age  group  $1,435,000  and  the  high  voltage  group  $667,000. 
If  the  allocation  was  on  the  basis  of  kilowatt  hour 

1531  sales,  the  increases  would  be  $1,511,000  and  $591,000, 
respectively.  If  revenue  was  used  as  a  basis,  the  re¬ 
spective  increases  would  be  $1,762,000  and  $340,000. 

It  is  evident  that  the  $591,000  allotted  to  high  voltage  on 
a  kilowatt  hour  basis  is  much  closer  to  the  required  $667,000 
on  a  demand  basis  than  is  the  $340,000  derived  on  a  revenue 
basis. 

Q.  Mr.  Main,  at  page  696,  lines  8  through  10,  Mr.  Kirby 
asked:  “Now,  if  the  increase  were  in  demand  cost,  then 
it  would  be  fair  to  increase  rates  on  a  kilowatt  hours  basis? 
Is  that  what  you  have  just  stated?” 

And  you  answered,  at  lines  11  through  15,  “No.  What  I 
have  stated  is  that  if  the  increased  costs  are  in  the  demand 
costs  and  the  load  factors  are  the  same  as  they  were  before 
the  change  is  made,  then  an  allocation  of  the  increase  on 
the  kilowatt  hour  basis  is,  in  effect,  the  same  as  allocating 
it  on  a  demand  basis.” 

At  page  979,  lines  15  through  17,  Mr.  Macintosh  appar¬ 
ently  disagrees  with  your  answer  to  Mr.  Kirby’s  question 
at  page  696. 

Do  you  have  any  comment  to  make  with  respect  to  this 
point?  A.  The  idea  that  I  intended  to  convey  both  in  my 
direct  testimony  and  in  my  responses  to  Mr.  Kirby’s  ques¬ 
tions  on  the  subject  is  that  the  dollar  needs  increase, 

1532  at  least  with  respect  to  the  rate  schedule  groups, 
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represents  an  increase  in  all  costs  other  than  fuel,  the 
bulk  of  such  increased  costs  being  in  the  demand  cate¬ 
gory  ;  and  that,  in  my  opinion,  the  use  of  the  kilowatt  hour 
sales  basis  achieves,  in  this  instance,  substantially  the  same 
effect  as  would  the  use  of  the  demand  basis. 

Q.  At  page  915  of  the  transcript  Mr.  McElfresh  states 
that  “The  primary  support  in  this  record  for  the  substan¬ 
tial  increase  in  rates  proposed  for  street  railway  and  street 
lighting  service  is  found  in  the  cost  of  service  study  pre¬ 
sented  by  the  Company  in  Exhibit  No.  31.”  Have  you  any 
comments  to  make  on  Mr.  McElfresh’s  statement!  A.  Yes. 
While  I  have  indicated  in  my  earlier  testimony  in  this  case 
that  the  cost  of  service  study  as  submitted  is  of  use  as  a 
guide  and  test  of  reasonableness  in  the  allocation  of  the  pro¬ 
posed  increases  among  the  various  classes  of  customers,  I 
also  want  to  point  out  that  in  my  opinion  the  Company’s 
evidence,  wholly  independently  of  the  cost  of  service  study 
evidence,  supports  the  proposed  increases  to  the  Capital 
Transit  Company  and  for  street  lighting  service. 

The  proposed  rate  for  600  volt  direct  current  service  to 
the  Capital  Transit  Company  is  equivalent  to  the  rates  pro¬ 
posed  for  other  high  voltage  customers,  plus  a  charge  for 
the  additional  cost  of  conversion  to  600  volt  direct  current. 

The  rates  proposed  for  servicing  street  lights  are 
1533  based  upon  costs  taken  from  the  Company’s  books 
of  account  with  applicable  fixed  charges.  The  pro¬ 
posed  electricity  charges  for  street  lighting  are  based  upon 
the  rates  proposed  for  Large  Commercial  customers.  In  the 
development  of  this  rate  for  electricity,  consideration  was 
given  to  the  wholly  night  time  use  of  street  lights  by  using 
only  the  bottom  energy  block  rate.  Consideration  was  also 
given  to  the  absence  of  metering  costs  in  street  lighting 
service,  and  to  the  fact  that  it  is  off  the  generation  peak, 
by  using  the  second  demand  block  of  the  Large  Commercial 
rate. 

The  cost  of  service  study,  Exhibit  31,  confirms  the  in¬ 
creases  in  revenue  from  these  two  services,  which  as  I  have 
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just  stated  were  arrived  at  independently  upon  the  basis 
of  an  equitable  relationship  between  customers  of  similiar 
characteristics. 

1538  Q.  At  pages  968,  969,  and  970  of  the  transcript, 
and  on  pages  21  and  22  of  Exhibit  No.  47,  Mr.  Mac¬ 
intosh  pointed  to  reductions  for  certain  residential  and 
small  commercial  customers  in  Virginia.  Do  you  wish 
to  discuss  that  point?  A.  Yes.  In  his  testimony  Mr.  Mac¬ 
intosh  called  attention  to  the  fact  that  the  Company’s  pro¬ 
posal  to  replace  present  Residential  Schedule  A  in  Virginia 
with  Proposed  Residential  Schedule  R  would  result  in 
either  reductions  or  no  change  for  bills  from  60  to  240  kilo¬ 
watt  hours,  inclusive,  and  the  replacement  of  present  Small 
Commercial  Schedule  D  by  Proposed  Commercial  Schedule 
SC  would  result  in  reductions  in  all  bills  in  excess  of  50  kilo¬ 
watt  hours. 

While  emphasizing  these  reductions,  Mr.  Macintosh  did 
not  comment  on  the  fact  that  the  replacement  of  the  present 
Commercial  Schedules  E  and  L  by  proposed  Commercial 
Schedules  LC  and  HV,  respectively,  would  produce  sub¬ 
stantial  increases  which  result  in  net  increased  revenues 
in  the  Virginia  area  on  an  annual  basis  of  approximately 
$16,000  during  the  test  year,  twelve  months  ended  June 
1951. 

There  is  no  reason  to  believe  that  there  is  any  difference 
between  the  cost  of  furnishing  service  to  customers 

1539  in  Virginia  over  those  located  elsewhere  in  the  Urban 
Zone,  and  I  believe  it  is  good  policy  to  endeavor  to 

have  the  same  rates  available  for  similiar  classes  of  cus¬ 
tomers  whenever  possible.  This  is  not  only  in  the  interest 
of  consistency,  but  is  also  at  the  dictate  of  common  sense. 

The  present  scheduled  rates  in  Virginia  were  put  into 
effect  in  1939,  and  have  remained  unchanged  since  then. 
It  is  only  natural  that  the  replacement  of  the  Residential 
and  Small  Commercial  schedules  by  schedules  which  reflect 
not  only  the  presently  proposed  change,  but  also  the  results 
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of  several  changes  in  the  past  ten  years,  should  result  in 
increases  and  decreases.  Furthermore,  the  present 
schedules  E  and  L  contain  provisions  which  result  in  re¬ 
duced  rates  for  service  taken  at  a  time  when  the  Company’s 
costs  are  higher  than  average,  namely,  during  the  time  of 
the  system  peak.  I  do  not  believe  that  customers  in  the 
proposed  Urban  Zone  with  similiar  load  characteristics 
should  have  such  disparity  between  their  rates. 


1548  Q.  Mr.  Main,  at  page  1009  of  the  transcript,  line  4, 
Mr.  Kirby,  referring  to  Exhibit  31,  asked  Mr.  Kosh, 

“Do  you  have  any  comments  as  to  that  method  of  allocating 
demand  costs?”  Mr.  Kosh  replied,  “I  have  no  comments  at 
this  time  either  for  or  against  the  method  as  such.  I  have 
considerable  objection  as  to  how  the  method  is  applied,  and 
as  to  certain  conclusions  Mr.  Main  draws  from  his  cost 
allocation,  that  is,  Exhibit  31.  ’  ’  Do  you  have  any  comments 
on  Mr.  Kosh’s  statement  and  his  Exhibit  51?  A.  Yes.  Be¬ 
ginning  at  line  20  on  the  same  page  of  the  transcript,  Mr. 
Kosh  says,  “It  is  my  understanding  that  the  purpose  of  Ex¬ 
hibit  31  was  to  aid  in  the  determination  of  whether  the  rates 
proposed  by  Pepco  were  reasonable  and  to  aid  in  the  re¬ 
design  of  those  rates  if  such  redesign  were  required.”  In 
my  opinion,  our  cost-of-service  study,  Exhibit  31,  achieves 
the  objective  stated  by  Mr.  Kosh  at  least  as  well  as  could 
have  been  accomplished  by  any  other  cost-of-service  study 
which  is  reasonably  possible. 

In  preparing  the  study,  we  first  considered  seven 

1549  customer  categories — residential,  low  voltage  com¬ 
mercial,  high  voltage  commercial,  street  lighting, 

railway,  Southern  Maryland  Electric  Cooperative  and  Vir¬ 
ginia  Electric  and  Power  Company.  Combining  the  first 
two  of  these  categories,  we  had  the  essential  basic  data  for 
our  study.  We  did  not  and  do  not  have  the  necessary  data 
by  schedules — for  example,  R,  SC,  LC  and  so  forth — to 
make  a  study  based  on  such  schedules.  Such  data  could  not 
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be  obtained  without  the  long  delay  and  substantial  expense 
which  would  be  involved  in  the  carrying  out  of  special  test¬ 
ing  and  sampling  procedures,  a  delay  and  expense  which 
does  not  seem  to  me  to  be  reasonable  in  the  light  of  the  re¬ 
sults  to  be  achieved.  > 

We  did,  however,  have  at  hand,  and  used  in  the  study, 
the  essential  data  to  Jive  us  on  a  combined  basis  the  equiva¬ 
lent  of  the  non-coincident  demands  of  the  combined  residen¬ 
tial  and  low  voltage  commercial  categories.  In  other  words, 
if  the  residential  and  low  voltage  commercial  classes  had 
been  kept  separate  in  the  study,  the  results  for  the  sum  of 
the  two  classes  would  have  been  no  different  from  those 
presented  in  Exhibit  No.  31. 

This  may  be  demonstrated  by  reference  to  Sheets  2  and 
3  of  Mr.  Kosh’s  Exhibit  51.  On  Sheet  2  he  shows  175  kilo¬ 
watts  of  peak  demand  for  Customer  B  and  210  kilowatts 
for  Customer  C,  but  when  combining  these  two  classes  on 
Sheet  3,  he  treats  them  as  coincident  by  combining 
1550  them  into  a  peak  demand  of  255  kilowatts. 

Now,  if  the  sum  of  175  and  210  kilowatts  or  385 
kilowatts  of  non-coincident  demands  be  substituted  for  the 
255  kilowatts  of  coincident  demands  on  Sheet  3,  the  alloca¬ 
tion  factor  becomes  263,  and  if  that  figure  is  substituted  for 
the  198  factor  in  the  fourth  column  on  Sheet  4  of  Exhibit 
No.  51,  the  results  of  combining  in  Columns  4  and  5  of  that 
sheets  are  exactly  the  same  as  those  in  Columns  2  and  3  if 
items  B  and  C  are  added  together.  In  other  words,  in  the 
preparation  of  Exhibit  31,  the  demands  of  the  low  voltage 
groups  used  for  allocating  purposes  was  not  the  coincident 
demand  of  the  residential  and  low  voltage  commercial 
groups,  but  the  equivalent  of  the  non-coincident  demands  of 
both  classes;  so  that  the  effect  on  the  other  classes  is  not 
different  than  if  the  residential  and  low  voltage  commercial 
categories  had  been  treated  individually. 

As  far  as  I  can  judge,  there  is  little,  if  any,  diversity  be¬ 
tween  the  residential  schedules  in  the  urban  and  suburban 
zones ;  between  the  small  commercial  schedules  in  those  two 
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zones;  between  the  large  commercial  schedules  in  those 
zones;  or  between  the  high  voltage  schedules  in  the  two 
zones.  Therefore,  the  breaking  up  of  the  residential  and 
low  voltage  groups  into  rate  schedule  groups  would  have 
little,  if  any  effect  on  the  allocation  of  demand  costs  to 
other  classes  of  business.  •  r 

1551  While  it  may  be  theoretically  possible,  in  a  cost  of 
service  study,  to  reduce  it  to  the  obvious  absurdity 

of  a  study  of  each  and  every  customer  individually,  I  believe 
that  the  class  groups  to  which  costs  should  be  allocated 
should  be  those  having  marked  difference  in  load  character¬ 
istics,  such  as  time  of  class  peak  demand,  duration  of  load, 
and  so  forth,  and  that  minor  differences,  such  as  load  den¬ 
sity,  and  distances  from  power  supply,  which  are  the  chief 
reasons  for  having  different  schedules  within  a  group, 
should  be  provided  for  in  the  design  of  rates  in  the  same 
way  that  the  differences  in  cost  between  small  and  large 
consumers  are  provided  for.  •  ■  >'  • 

To  sum  up,  Mr.  Kosh’s  and  Mr.  Macintosh’s  criticism  of 
our  cost-of-service  study  is  that  its  results  are  invalid  be¬ 
cause  we  allegedly  used  in  the  demand  factor  the  demands 
attributable  to  the  low  voltage  category  as  a  group  instead 
of  the  separate  demands  of  the  individual  schedules  in¬ 
cluded  in  the  low  voltage  category.  However,  as  a  matter 
of  fact,  as  Pages  HI-59  and  IH-60  of  Exhibit  No.  31  show, 
we,  in  effect,  gave  full  weight  to  the  separate  demands  of 
the  residential  and  low  voltage  commercial  categories  in 
reaching  our  figure  for  the  demands  attributable  to  the  low 
voltage  group  as  a  whole,  so  that  the  use  of  that  larger 
group  in  the  study  has  not  in  any  way  affected  the  validity 
of  the  results  shown  by  the  study.  In  my  opinion, 

1552  any  refinement  of  the  study  below  the  level  upon 
which  it  has  thus  been  developed  would  be  unreason¬ 
able  in  the  light  of  the  delay  and  expense  which  would  be 
involved  and  the  results  to  be  achieved. 

Q.  Mr.  Main,  reference  has  been  made  in  this  case  a  num¬ 
ber  of  times  to  property  owned  by  Capital  Transit  Company 
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and  used  by  Pepco.  Did  you  give  consideration  to  this 
property  in  designing  the  proposed  rate  for  street  railway 
service?  A.  Yes,  I  did,  and  I  also  gave  consideration  to 
the  Pepco  property  that  is  used  by  Capital  Transit  Com¬ 
pany. 

Q.  Have  you  prepared  a  two-page  statement  showing 
Pepco  property  used  by  Capital  Transit  Company  and 
Capital  Transit  Company  property  used  by  Pepco  which 
was  taken  into  consideration  in  designing  the  proposed  rate 
for  street  railway  service?  A.  Yes,  I  have. 

Mr.  Reilly:  If  the  Commission  please,  I  hand  the  re¬ 
porter  a  document  consisting  of  two  pages.  The  first  page 
is  entitled  “Estimate  of  Pepco  Property  Used  by  Capital 
Transit  Company  and  Capital  Transit  Company  Property 
Used  by  Pepco  Excluding  Substation  Property  Used  in 
Supplying  600  Volt  DC  Service  to  Capital  Transit  Com¬ 
pany.”  The  second  page  is  entitled  “Potomac  Electric 
Power  Company — Ownership  and  Estimated  Origi- 
1553  nal  Cost  of  Substation  Equipment  Used  in  Supply¬ 
ing  600  Volt  DC  Service  to  Capital  Transit  Company 
as  of  December  21, 1949.  ”  I  ask  that  that  document  be  iden¬ 
tified  as  Exhibit  No.  83. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Pepco  Exhibit  No.  83  was  marked  for  identification.) 

By  Mr.  Reilly: 

Q.  Is  Exhibit  83,  the  document  which  I  referred  to,  the 
document  prepared  by  you,  Mr.  Main?  A.  That  is  right. 

Q.  Will  you  please  describe  this  exhibit  and  explain  how 
the  use  of  this  property  was  taken  into  account  by  you  in 
the  design  of  the  proposed  rate.  A.  Page  1  of  Exhibit  83 
lists  various  kinds  of  property  owned  by  Pepco  and  used 
by  Capital  Transit  Company  together  with  various  kinds 
of  property  owned  by  Capital  Transit  Company  and  used 
by  Pepco,  exclusive  of  the  substation  equipment  belonging 
to  both  companies  used  in  supplying  600  volt  direct  current 
service.  The  data  on  this  exhibit  have  been  taken  from  our 
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property  records  or  obtained  from  the  Capital  Transit  Com¬ 
pany.  It  may  vary  somewhat  in  quantity  from  that  shown 
in  Exhibit  No.  74,  but  the  variation,  if  any,  is  minor  and  the 
quantities  are  substantially  in  agreement  with  those  in  Ex¬ 
hibit  No.  74. 

The  statement  shows  that,  according  to  our  rec- 

1554  ords,  Pepco  uses  3,990  square  feet  of  land  owned  by 
Capital  Transit  Company  and  that  Capital  Transit 

Company  uses  195,659  square  feet  of  land  owned  by  Pepco ; 
that  Pepco  uses  1,070  square  feet  of  floor  space  in  Capital 
Transit  buildings ;  that  Pepco  also  has  6.835  miles  of  its  pole 
lines  on  Capital  Transit  Company  rights-of-way;  that 
Pepco  has  wires  and/or  equipment  attached  to  2,160  poles 
owned  by  Capital  Transit  Company,  1,325  of  which  Pepco 
paid  for  and  owns  five  feet  or  more  of  additional  height, 
and  Capital  Transit  Company  has  wires  and/or  equipment 
attached  to  108  poles  owned  by  Pepco;  that  Pepco  uses 
221,857  duct  feet  of  underground  conduit  belonging  to 
Capital  Transit  Company,  and  that  Capital  Transit  Com¬ 
pany  uses  307,323  duct  feet  of  underground  conduit  owned 
by  Pepco;  that  Pepco  uses  34,398  feet  of  cable  owned  by 
Capital  Transit  Company  and  that  Capital  Transit  Com¬ 
pany  uses  96,744  feet  of  cable  owned  by  Pepco. 

All  of  the  Capital  Transit  Company  property  which  is 
listed  on  this  page  as  used  by  Pepco  is  considered  by  us  as 
being  used  for  general  distribution  purposes  and  not  for 
supplying  600  volt  direct  current  service  to  Capital  Transit 
Company. 

This  statement  does  not  include  Capital  Transit  Company 
property  at  Substation  3,  Eckington,  and  Substation  23, 
Tenleytown.  Pepco  pays  rent  and  taxes  on  the  Capital 
Transit  Company  property  used  by  it  at  Substation 

1555  3  and  Substation  23.  The  statement  only  includes 
property  of  Capital  Transit  Company  which  is  used 

by  Pepco  rent  free  and  Pepco  property  used  by  Capital 
Transit  Company  rent  free. 
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If  the  exchange  in  nse  of  all  this  property  were  placed  on 
a  rental  basis,  with  the  charge  based  on  either  original  cost 
or  present  day  value  of  the  property,  there  would  be  a  net 
rental  charge  in  favor  of  Pepco.  In  developing  the  pro¬ 
posed  rate  for  600  volt  direct  current  service,  this  exchange 
of  uses  of  property  was  considered  to  be  at  least  an  even 
offset.  Accordingly,  in  establishing  the  proposed  rate,  noth¬ 
ing  was  included  in  the  way  of  a  charge  or  credit  for  the 
exchange  of  use  of  property  other  than  substation  property 
and  equipment. 

Page  2  of  this  exhibit  shows  substation  property  used  in 
furnishing  600  volt  direct  current  service  to  Capital  Transit 
Company.  Some  of  this  substation  equipment  is  owned  by 
Pepco  and  some  of  it  is  owned  by  Capital  Transit  Company 
so  the  division  of  ownership  and  estimated  original  cost  of 
the  property  is  also  shown.  The  original  estimated  cost  of 
Pepco-owned  property  is  shown  at  the  amount  at  which  it  is 
carried  in  Pepco ’s  plant  account.  In  the  case  of  Capital 
Transit  Company  property,  the  total  costs  are  based  on  fig¬ 
ures  supplied  us  by  Capital  Transit  Company.  We  under¬ 
stand  that  this  Capital  Transit  Company  owned  equipment 
is  carried  in  their  plant  investment  account  at  these 
1556  amounts.  The  distribution  of  the  total  costs  of  Capi¬ 
tal  Transit  Company  property  among  the  various 
substations  was  made  by  Pepco. 

In  designing  the  rate  for  street  railway  service,  the 
charge  for  electricity  was  developed  by  application  of  the 
proposed  high  voltage  rate  to  Capital  Transit  Company 
usage  in  the  manner  which  I  described  in  previous  testi¬ 
mony.  In  developing  the  conversion  charge,  nothing  was 
included  for  fixed  charges  on  Capital  Transit  Company 
owned  equipment.  The  conversion  charge  was  based  on  the 
following:  maintenance  and  operating  expenses  and  pay¬ 
roll  and  unemployment  taxes  in  connection  with  both 
Pepco  and  Capital  Transit  Company  owned  equipment, 
since  all  of  these  expenses  are  borne  by  Pepco ;  depreciation 
on  Pepco  owned  equipment ;  real  estate  and  personal  prop- 
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erty  taxes  on  Pepco  owned  equipment;  income  taxes,  re¬ 
turn  on  Pepco  owned  equipment;  and  gross  receipts  and 
electrical  energy  taxes  to  be  paid  by  Pepco  on  this  conver¬ 
sion  charge  revenue. 

Thus,  allowance  for  the  use  of  Capital  Transit  Company 
owned  substation  equipment  was  made  by  not  including  in 
the  rate  for  this  equipment  any  charges  other  than  operat¬ 
ing  and  maintenance  charges  and  applicable  payroll  taxes. 
If  provision  had  been  made  for  the  renting  by  Pepco  of  the 
Capital  Transit  Company  substation  equipment,  the  result 
would  have  been  to  offset  the  rental  charge  paid  by  Pepco 
by  increasing  the  charge  to  Capital  Transit  Company 
1557  for  600  volt  direct  current  service  by  a  corresponding 
amount. 

Q.  Now,  Mr.  Main,  with  regard  to  the  present  power  con¬ 
tract  between  Pepco  and  Capital  Transit  Company,  did  you 
hear  Mr.  Heberle’s  testimony  about  this  contract  and  his 
reference  to  the  elements  of  cost  used  by  the  Commission’s 
chief  accountant,  Mr.  Bachman,  in  checking  the  rate  for 
electrical  energy  at  the  time  of  the  hearing  regarding  that 
contract  in  1933?  A.  I  did. 

Q.  In  his  testimony  in  Formal  case  No.  200 — page  50  of 
the  transcript  in  that  case — Mr.  Bachman,  chief  accountant 
of  the  Commission,  listed  the  following  as  the  elements  of 
the  cost  of  power  allegedly  shown  by  the  records  of  Pepco : 
raw  material  and  labor,  maintenance  of  the  Benning  Plant, 
real  estate  taxes,  applicable  franchise  taxes,  depreciation  on 
Benning  Plant,  and  the  return  on  the  investment  in  the 
Benning  Plant.  In  your  opinion,  are  these  the  only  ele¬ 
ments  of  cost  that  should  be  used  today  in  establishing  the 
rate  of  charge  for  electricity  furnished  Capital  Transit 
Company?  A.  No.  Those  are  essentially  production  costs. 
In  addition,  the  actual  costs  also  include  the  costs  of  trans¬ 
mission  and  conversion  equipment,  transmission  and  con¬ 
version  losses,  miscellaneous  general  expenses,  income  taxes 
and  gross  receipts  and  electrical  energy  taxes. 
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1558  Q.  In  your  opinion,  was  consideration  given  to 
these  other  factors  in  establishing  the  rate  to  Capital 

Transit  Company?  A.  It  appears  to  me  that  consideration 
was  given  to  these  other  items  in  setting  up  the  rate,  even 
though  they  were  not  specifically  mentioned  or  given  con¬ 
sideration  as  such  by  Mr.  Bachman.  It  should  be  noted  that 
in  1933  the  Arlington  and  Fairfax  Railroad,  Washington 
and  Old  Dominion  Railroad  and  the  Washington,  Baltimore 
and  Annapolis  Railroad  were  being  furnished  power  by  the 
Washington  Railway  and  Electric  Company.  These  com¬ 
panies  were  supplied  electricity  by  the  Washington  Railway 
and  Electric  Company,  and,  under  the  merger,  these  con¬ 
tracts  were  to  be  transferred  to  Pepco.  Mr.  Bachman  testi¬ 
fied  at  page  53  of  the  transcript  in  Formal  Case  No.  200  that 
these  contracts  represented  a  net  revenue  to  Washington 
Railway  of  something  like  $240,000  a  year  which  net,  after 
the  merger,  would  accrue  to  the  benefit  of  Pepco.  Mr.  Bach¬ 
man  recognized  that  this  revenue  had  been  declining  each 
year.  This  represents  3.2  mills  per  kilowatt-hour  on  the 
75,000,000  kilowatt  hours  which  was  the  basis  of  the  con¬ 
tract  rate. 

Q.  Are  the  Arlington  and  Fairfax,  Washington  and  Old 
Dominion  and  Washington,  Baltimore  and  Annapolis  Rail¬ 
roads  still  served  by  Pepco?  A.  No,  sir.  These  rail- 

1559  ways  are  no  longer  in  operation.  Service  supplied 
by  Pepco  was  discontinued  by  the  last  one  in  opera¬ 
tion,  Washington  and  Old  Dominion,  in  1944. 

Q.  In  other  words,  in  1933,  after  the  merger,  Pepco  sup¬ 
plied  not  only  the  Capital  Transit  Company,  but  also  the 
Arlington  and  Fairfax,  Washington  and  Old  Dominion  and 
the  Washington,  Baltimore  and  Annapolis  Railroads,  and 
Pepco  received  revenues  from  all  of  these  companies,  but 
today  its  only  railway  customer  is  Capital  Transit  Com¬ 
pany.  A.  That  is  correct. 

Q.  Has  Pepco  had  to  increase  its  600  volt  direct  current 
facilities  in  order  to  supply  Capital  Transit  Company’s  600 
volt  requirements  since  the  1933  power  contract  was  made? 
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A.  Yes.  Capital  Transit  Company  demands  for  600  volt 
direct  current  service  increased  so  as  to  require  Pepco  to 
have  more  600  volt  facilities  than  it  had  in  1933.  In  fact, 
in  order  to  supply  Capital  Transit  Company’s  increased 
600  volt  requirements,  Pepco,  since  December  31,  1933,  has 
increased  its  investment  in  substation  facilities  and  conver¬ 
sion  equipment  required  to  supply  600  volt  service  by 
$696,575. 

Q.  On  page  1159  of  the  transcript,  Mr.  Heberle  answered 
“That  is  correct”  to  the  following  question  by  Mr.  Await 
at  page  1158  of  the  transcript.  “Mr.  Heberle,  as  I 

1560  understand  your  testimony,  you  are  stating  to  the 
Commission  that  for  the  Commission  to  exercise  its 

right  to  change  the  rate  for  energy  in  the  power  contract, 
Exhibit  No.  41,  the  Commission  must  change  that  rate 
within  the  framework  of  the  contract  and  of  the  merger,  giv¬ 
ing  full  weight  to  all  of  the  considerations  and  conditions  in¬ 
volved  in  the  merger,  using  the  same  standards  of  testing 
the  rate  as  were  adopted  by  the  Commission  when  the  con¬ 
tract  and  rate  were  approved  in  1933.” 

Do  you  agree  that  Mr.  Heberle,  in  arriving  at  his  conclu¬ 
sion  that  Capital  Transit  Company  is  entitled  to  a  decrease 
in  rates  in  the  order  of  $100,000  a  year,  gave  full  weight  to 
all  of  the  considerations  and  conditions  and  used  the  same 
standards  of  testing  the  rate  as  were  adopted  by  the  former 
Commission?  A.  No.  I  don’t  think  Mr.  Heberle  gave  full 
weight  to  all  of  the  considerations  and  conditions  within,  as 
he  calls  it,  the  framework  of  the  contracts,  nor  do  I  think 
he  used  the  same  standards  of  testing  the  rate  as  were  used 
by  Mr.  Bachman. 

First,  Mr.  Heberle  used  changed  standards  in  that  he  in¬ 
cluded  payroll  and  unemployment  taxes  for  which  there  was 
no  counterpart  in  the  1933  generating  cost  data  used  by  Mr. 
Bachman.  Second,  Mr.  Heberle  used  a  5 y*  percent  return 
on  a  depreciated  rate  base  instead  of  a  7  percent  re- 

1561  turn  on  an  undepreciated  rate  base  used  by  Mr.  Bach¬ 
man.  Third,  he  based  his  figures  on  kilowatt-hour 
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sales  instead  of  kilowatt-hours  generated,  as  used  by  Mr. 
Bachman,  thus  omitting  the  difference  between  the  600  volt 
direct  current  losses  and  the  average  losses  of  the  entire 
Pepco  system.  Fourth,  Mr.  Heberle  used  the  average  costs 
of  the  entire  present  power  supply  system  instead  of  the 
portion  of  the  Benning  Plant  that  was  in  existence  in  1932 
and  upon  which  Mr.  Bachman’s  tests  were  based.  Fifth, 
he  gave  no  consideration  to  the  fact  that  Pepco  no  longer 
receives  any  revenues  from  Arlington  and  Fairfax,  Wash¬ 
ington  and  Old  Dominion  and  Washington,  Baltimore  and 
Annapolis  Railroads  to  offset  other  costs  in  addition  to  gen¬ 
erating  costs  involved  in  supplying  Capital  Transit  Com¬ 
pany  with  600  volt  service.  Sixth,  he  gave  no  consideration 
to  the  property  owned  by  Pepco  which  has  been  and  still  is 
being  used  by  Capital  Transit  Company  for  its  own  pur¬ 
poses.  Seventh,  Mr.  Heberle  does  not  take  into  account  the 
fact  that  Pepco  has  had  to  increase  its  investment  in  600 
volt  substation  facilities  approximately  $700,000  in  order 
to  supply  Capital  Transit  Company’s  requirements.  This 
increase  in  investment  was  made  necessary  in  order  to  sup¬ 
ply  Capital  Transit  Company’s  requirements  which  reached 
a  peak  of  13,390,345  kilowatt  hours  in  January  1945.  The 
additional  investment  was  made  to  supply  Capital 
1562  Transit  Company  and  is  usable  only  to  supply  Capi¬ 
tal  Transit  Company,  yet  its  usage  has  dropped  to 
7,226,444  kilowatt  hours  in  September  1950,  and  its  average 
cost  per  kilowatt  hour,  as  compared  with  the  previous  year, 
is  decreasing  as  its  kilowatt-hour  consumption  decreases. 
This  is  just  contrary  to  what  should  take  place.  The  aver¬ 
age  cost  per  kilowatt  hour  should  increase  as  consumption 
decreases. 

Q.  Mr.  Main,  is  it  your  belief  that  circumstances  and  con¬ 
ditions  surrounding  the  supplying  of  600  volt  service  to 
Capital  Transit  Company  in  1933  and  today  are  so  different 
that  it  is  impossible  to  develop  any  proper  comparison  or 
basis  of  comparison  of  the  rate  established  in  1933  with 
the  rate  that  should  be  charged  today?  A.  Yes.  Condi- 
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tions  are  so  different  today  from  those  prevailing  in  1933 
regarding  the  furnishing  of  600  volt  service  to  Capital 
Transit  Company  that  it  is  impossible  to  make  any  reason¬ 
able  comparison  and  it  is  my  opinion  that  the  rate  today 
should  be  based  solely  on  present  conditions,  taking  into  ac¬ 
count  all  of  the  elements  of  cost  involved  in  furnishing  the 
service. 

In  this  connection,  it  is  my  opinion  that  the  property 
shown  on  page  1  of  my  Exhibit  83,  which  I  discussed  a  few 
minutes  ago,  should  not  be  considered  in  establishing  the 
rate  for  600  volt  service. 

Q.  Mr.  Main,  have  you  prepared  an  estimate  of 

1563  cost  of  service  to  three  political  or  geographical 
areas,  namely,  the  District  of  Columbia,  Maryland 

and  Virginia?  A.  Yes,  I  have. 

Mr.  Reilly :  If  the  Commission  please,  I  hand  to  the  offi¬ 
cial  reporter  a  document  entitled  “Potomac  Electric  Power 
Company — Estimated  Cost  of  Service — Six  Months  Ended 
June  1950  by  Political  Jurisdictions.”  This  document  con¬ 
sists  of  the  binder,  the  cover  sheet,  two  pages  of  explana¬ 
tory  notes,  four  pages  of  tabulations  and  the  remaining 
pages  are  the  work  sheets  used  in  preparation  of  the  esti¬ 
mate,  plus  an  index  to  these  working  papers.  I  ask  that 
that  document  be  identified  as  Exhibit  No.  84. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Pepco  Exhibit  No.  84  was  marked  for  identification.) 

By  Mr.  Reilly : 

Q.  Mr.  Main,  is  this  document  the  estimate  prepared  by 
you?  A.  Yes. 

Q.  Mr.  Main,  please  describe  Exhibit  No.  84.  A.  This 
is  an  estimate  of  cost  of  service  to  three  political  jurisdic¬ 
tions  or  geographical  areas,  namely,  the  District  of  Colum¬ 
bia,  Maryland  and  Virginia.  Or  it  may  be  said  that  it  is  a 
breakdown  of  the  Company’s  total  costs  and  revenues  for 
the  six  months  ended  June  1950  between  those  three 

1564  areas,  as  though  the  Company  served  them  in  bulk  as 
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three  customers.  The  estimate  has  been  prepared  by 
using  the  same  basic  functional  costs  as  used  in  the  Esti¬ 
mate  of  Cost  of  Service  by  Customer  Classes,  Exhibit  No. 
31.  The  results  of  the  estimate  are  set  forth  in  the  tabula¬ 
tions  of  this  exhibit.  The  remainder  of  the  exhibit  consists 
of  explanatory  notes  and  working  papers. 

Page  1  of  the  tabulations  of  this  exhibit  shows  in  the 
total  column  the  various  elements  of  cost  and  the  return 
under  present  rates.  These  figures  are  the  same  as  those 
shown  on  page  1  of  Exhibit  31.  The  columns  headed  Dis¬ 
trict  of  Columbia,  Maryland  and  Virginia  show  the  break¬ 
down  of  the  Total  Column  into  these  three  areas. 

It  will  be  seen  that  the  $12,967,562  revenue  from  the  Dis¬ 
trict  of  Columbia  on  line  21  is  $134,821,  below  the  estimated 
cost  of  $13,102,383  shown  on  line  27.  Corresponding  reve¬ 
nues  of  $4,2S2,277  and  costs  of  $4,193,168  indicate  an  excess 
of  $89,109  of  revenue  over  cost  for  Maryland.  Similarly, 
an  excess  of  $45,712  revenue  exists  between  the  $1,231,090 
of  revenue  and  the  $1,185,378  of  costs  for  Virginia.  Lines 
22  and  28  show  the  respective  percents  of  revenue  and  costs 
that  each  area  bears  to  the  total  of  the  areas. 

Page  2  of  the  tabulations  of  this  exhibit  shows  corre¬ 
sponding  figures  based  upon  the  application  of  the 
1565  rates  filed  in  this  proceeding.  The  comparison  of 
revenues  and  costs  on  Lines  21  and  27,  respectively, 
indicate  an  excess  of  $134,000  in  revenue  over  cost  for  the 
District  of  Columbia  and  excesses  of  $102,000  and  $32,000  of 
costs  over  revenue  for  Maryland  and  Virginia. 

As  in  page  1,  lines  22  and  28  show  the  respective  per¬ 
cents  of  revenue  and  cost  that  each  area  bears  to  the  total. 

The  various  revenue,  costs  and  percents  of  total  are  set 
down  in  summary  form  on  page  3  of  the  tabulations  of  this 
exhibit  for  more  convenient  comparison. 

This  study  indicates,  within  the  limits  of  accuracy  per¬ 
mitted  by  the  assumptions  made  in  its  preparation,  that, 
for  all  practical  purposes,  the  revenues  and  costs  for  the 
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three  jurisdictions  are  substantially  in  balance  under  the 
present  rates  and  under  the  proposed  rates. 

In  my  opinion,  both  this  study  and  the  study,  Exhibit  No. 
31,  substantiates  the  reasonableness  of  the  rates  which  we 
have  proposed  to  increase  the  company’s  revenues  by 
$3,379,000  on  an  annual  basis  during  the  test  period  twelve 
months  ended  June  1951. 

As  is  explained  in  the  explanatory  notes  forming  part 
of  this  exhibit,  the  assumption  was  made  that  the  use  of 
distribution  substations,  distribution  lines  and  transform¬ 
ers  located  contiguous  to  the  boundary  between  the 

1566  District  of  Columbia  and  Maryland  and  serving  both 
areas  would  be  equalized.  The  extent  of  any  error 

resulting  from  this  assumption  may  be  evaluated  by  exami¬ 
nation  of  page  4  of  the  tabulations  of  this  exhibit. 

Page  4  consists  of  a  restatement  of  the  total  costs  and 
revenue  under  present  rates  by  service  functions  between 
the  three  areas,  as  shown  in  the  first  three  columns,  and 
for  the  total  as  shown  in  Column  4.  The  percent  that  the 
total  cost,  or  revenue,  for  each  function  bears  to  the  total 
of  all  functions  is  shown  in  the  fifth  column. 

It  will  be  seen  that  distribution  substation  costs  are  2.79 
percent  and  the  costs  of  distribution  lines  are  9.32  percent 
of  the  total.  The  costs  of  distribution  transformers,  which 
have  very  little  overlap  of  the  two  areas,  are  2.87  percent 
of  the  total.  It  can  readily  be  seen,  then,  that  whatever 
error  exists  in  the  treatment  of  these  items,  only  affects  a 
very  minor  portion  of  the  total  amounts  involved  in  the  two 
areas. 

. . . 

1567  Recross  examination 

*«•••••  ••• 

1574  By  Mr.  Myse : 

*••••••••• 

1575  Q.  Doesn’t  your  Exhibit  84,  Sheet  1,  in  the  column 
headed  “District  of  Columbia”  purport  to  show  the 


costs  allocable  to  the  District  of  Columbia  in  the  total 
amount  of  $13,102,383?  A.  It  purports  to  show,  under  the 
item  of  the  distribution  of  costs,  the  allocation  of  the  return 
earned  by  the  business  as  a  whole  in  equal  proportion  to  the 
three  areas.  So  that  to  the  extent  that  the  $18,480,929  con¬ 
stitutes  costs  for  the  business  as  a  whole,  then  $13,102,383 
is  the  District  of  Columbia’s  portion  of  it. 

Q.  Well,  excluding  the  item  of  $2,420,158,  which  you  show 
as  return  applicable  to  the  District  of  Columbia  on  page 
1  of  Exhibit  84,  do  the  other  items  purport  to  show  the 
costs  allocable  to  the  District  of  Columbia  for  the 

1576  period  shown  on  that  page?  A.  No.  Only  the  first 
item,  the  $9,376,477,  could  be  said  to  represent  the 

real  costs,  because  gross  receipts  tax  and  income  taxes  are 
all  dependent  on  the  amount  of  the  return. 
#•••••••*• 

1577  Q.  Now,  with  particular  reference  to  your  column 
headed  District  of  Columbia,  on  page  1  of  Exhibit  84, 

and  with  further  reference  to  the  costs  that  you  purport  to 
show  on  line  23  in  the  amount  of  $9,376,477,  are  there  in¬ 
cluded  in  those  costs  any  cost  which  might  be  associated 
with  generation  or  transmission  of  energy  to  the  Consoli¬ 
dated  Gas  Electric  Light  and  Power  Company  of  Balti¬ 
more?  A.  Yes,  to  the  extent  they  are  reflected  in  the  fuel 
interchange  power  account,  operating  expenses. 

Q.  Are  there  also  included  in  that  same  figure  any  costs 
which  are  associated  with  the  furnishing  of  either  equip¬ 
ment  or  service  at  the  Benning  Substation  to  the  Pennsyl¬ 
vania  Railway  Company?  A.  That  would  likewise  be  re¬ 
flected  through  the  fuel  account. 

Q.  Such  costs  are  included  in  there?  A.  Yes,  sir. 

1578  Q.  To  the  extent  that  you  do  have  costs  of  fur¬ 
nishing  whatever  service  you  did  furnish  during  this 

six-months  period,  they  are  included  in  the  costs  in  line  23. 
A.  That  is  right. 

Q.  Now,  am  I  right  in  understanding  that  in  the  costs 
which  you  purport  to  show  for  Maryland  on  that  same  page 
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of  Exhibit  84,  line  23,  in  the  amount  of  $3,117,124,  you  have 
included  whatever  costs  are  incurred  by  Pepco  in  furnish¬ 
ing  service  to  the  Southern  Maryland  Co-op?  A.  Yes. 

Q.  Am  I  right  in  understanding  that  on  that  same  line 
23  of  the  same  exhibit  there  are  included  in  the  costs,  which 
you  purport  to  show  under  the  heading  Virginia  in  the 
amount  of  $864,383,  whatever  costs  were  incurred  in  fur¬ 
nishing  service  to  the  Virginia  Electric  Power  Company 
duing  that  six-months  period?  A.  That  is  right. 

Q.  Now,  I  am  puzzled  somewhat  by  the  comparison  of 
your  pages  1  and  2,  Mr.  Main,  under  the  heading  of  Mary¬ 
land.  As  I  understand  your  page  1,  that  is  based  on  the 
present  rates  and  it  shows  that  the  revenues  which  you  have 
allocated  to  Maryland  are  in  excess  of  the  costs  which  you 
have  allocated  to  Maryland,  is  that  correct?  A.  That  is 
right.  Perhaps  we  can  put  the  statement  this  way — that  the 
revenues  that  we  have  received  from  Maryland  in 
1579  in  that  six-month  period  are  in  excess  of  the  costs  cal¬ 
culated  for  Maryland. 

Q.  Whereas  on  page  2  of  Exhibit  84,  under  the  heading  of 
Maryland,  by  reason  of  the  change  in  rates  you  show  that 
the  revenues  that  you  receive  from  Maryland  are  deficient 
as  compared  with  the  costs  which  you  show  on  that  page, 
is  that  correct?  A.  Yes. 

Q.  So  that  a  change  is  brought  about  solely  by  the  in- 
i  crease  in  rates,  is  that  correct?  A.  By  the  change  in  rates 
between  the  proposed  rates  and  the  present  rates,  yes. 


1584  Thornton  W.  Owen  was  called  as  a  witness  for  and 
in  behalf  of  Capital  Transit  Company  and,  having 
been  duly  sworn,  was  examined  and  testified  as  follows :  * 

Direct  examination 

By  Mr.  Sparks : 

Q.  Mr.  Owen,  will  you  state  your  full  name.  A.  Thorn¬ 
ton  W.  Owen. 
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Q.  And  will  yon  state  also  your  education  and  experience. 
A.  I  am  proprietor  of  Thomas  J.  Owen  &  Son,  Real  Estate 
Auctioneers  and  Appraisers  with  offices  in  the  Southern 
Building.  I  am  a  graduate  of  the  Massachusetts  Institute 
of  Technology  with  a  B.S.  Degree  in  Business  Administra¬ 
tion  and  Civil  Engineering.  I  am  a  member  of  the  Ameri¬ 
can  Institute  of  Real  Estate  Appraisers  of  the  National 
Association  of  Real  Estate  Boards,  Past  President  of  the 
Washington  Chapter ;  member  of  the  Society  of  Residential 
Appraisers,  Past  President  of  the  Washington  Chap- 

1585  ter;  member  of  the  Washington  Real  Estate  Board, 
Past  Member  of  the  Board  of  Directors,  Past  Mem¬ 
ber  of  the  Appraisal  Committee;  and  I  have  other  affilia¬ 
tions  of  a  financial  nature.  I  make  appraisals  regularly,  on 
a  fee  or  retainer  basis,  for  Perpetual  Building  Association, 
District  Building  Association,  Eastern  Building  Associa¬ 
tion,  National  Savings  and  Trust  Company,  Riggs  National 
Bank,  Acadia  Mutual  Life  Insurance  Company,  Mutual  Life 
Insurance  Company  of  New  York,  Lincoln  National  Life 
Insurance  Company,  Equitable  Life  Insurance  Company, 
Sinclair  Refining  Company,  Firemen’s  Relief  Association, 
Howard  University,  United  States  Department  of  Justice, 
United  States  War  Department,  United  States  Navy  De¬ 
partment,  United  States  Bureau  of  Public  Roads,  Recon¬ 
struction  Finance  Corporation,  Home  Owner’s  Loan  Cor¬ 
poration,  Federal  Home  Loan  Bank  Administration.  I  also 
make  appraisals  for  various  attorneys,  individuals  and  es¬ 
tates  in  connection  with  inheritance  tax,  estate  tax  and  in¬ 
come  tax. 

Q.  Mr.  Owen,  have  you  made  an  appraisal  of  the  value 
of  certain  land  owned  by  Capital  Transit  Company?  A.  I 
have. 

Q.  Will  you  state  what  pieces  of  such  land  you  have  so 
appraised  and  the  value  of  that  land.  A.  The  first  piece  is 
a  piece  of  property  known  as  Lot  33  in  Square  635. 

1586  It  is  the  property  on  Delaware  Avenue  Southwest, 
south  of  Indiana  Avenue.  It  is  located  on  Delaware 
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Avenue  Southwest  and  faces  government-owned  property 
on  the  east,  and  of  course  is  desirable  as  an  apartment  house 
site.  I  put  a  value  on  that  property  of  three  dollars  per 
square  foot  for  the  ground  without  any  regard  to  improve¬ 
ments. 

Mr.  Harrison.:  If  the  Commission  please,  I  object  to  this 
testimony.  It  seems  to  me  to  be  accumulative  evidence  to 
that  which  is  already  in  the  record  as  to  these  values.  I 
understand  these  are  the  same  lands  testified  to  by  Mr. 
Penney,  are  they  not? 

Mr.  Sparks :  They  are.  But  I  would  like  to  say  one  other 
thing.  That  is  that  they  do  relate  to  the  item  on  Exhibit 
74  containing  something  in  excess  of  $40,000  for  land.  Mr. 
Reilly  has  raised  the  point  and  I  believe  Mr.  Harrison  too, 
that  they  have  not  had  the  opportunity  to  cross-examine 
Mr.  Bennett  or  Mr.  Koones.  Well,  at  least  Mr.  Reilly  did. 
In  order  that  there  may  be  no  point  raised  in  that  regard, 
we  have  asked  Mr.  Owen  to  make  an  appraisal  of  that  land 
in  order  that  this  record  may  have  evidence  of  the  value  of 
it  and  that  the  witness  who  testifies  to  the  value  will  be  pres¬ 
ent  for  cross-examination. 

Chairman  Flanagan:  How  many  lots  of  land  are  in¬ 
volved  here? 

Mr.  Sparks :  I  think  there  are  eight. 

1587  Chairman  Flanagan :  The  appraisal  is  made  as  of 
what  date? 

The  Witness :  As  of  this  present  time. 

Chairman  Flanagan:  It  will  differ,  then,  from  the  ap¬ 
praisal  put  in  by  Mr.  Koones  in  which  you  joined  several 
years  ago. 

The  Witness:  We  made  the  appraisal  in  1944,  yes.  It 
will  vary  in  some  respects  and  some  will  remain  the  same. 

Chairman  Flanagan:  You  have  eight? 

The  Witness :  Eight  pieces. 

Chairman  Flanagan :  Proceed. 

The  Witness :  The  second  piece  is  the  property  located 
at  Maine  Avenue  and  0  Street  Southwest  in  Square  504, 
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Lots  19,  20,  21,  22,  801,  803,  804  and  805.  This  property 
covers  the  entire  square  with  the  exception  of  Lot  23,  which 
is  the  southwest  corner  of  4th  and  O  Streets,  and  contains 
3,300  square  feet.  A  20-foot  alley  divides  O  Street  frontage 
from  the  P  Street  frontage.  The  property  is  bounded  by 
O,  P  and  4th  Streets  and  Maine  Avenue.  All  service  im¬ 
provements  are  in  and  the  site  is  on  grade.  The  zoning  is 
First  Commercial,  60  foot  height,  C  Area.  This  property 
is  located  on  Maine  Avenue  and  faces  the  Potomac  River. 
The  area  is  composed  chiefly  of  small  homes  built  about 
sixty  or  seventy  years  ago  and  some  newer  apartment  build¬ 
ings,  such  as  Sternberg  Court.  The  property  is  not 
1588  particularly  desirable  for  commercial  usage  or  resi¬ 
dential  purposes.  Its  main  value  is  the  use  to  which 
it  is  put,  namely,  shops  and  care  house.  To  acquire  prop¬ 
erty  in  this  section,  it  would  be  necessary  to  buy  improve¬ 
ments  which  would  increase  the  square  foot  cost  of  the 
land.  In  my  opinion  the  land  would  be  worth  $1.25  per 
square  foot. 

By  Mr.  Sparks: 

Q.  Did  you  give  the  area  for  the  first  two  pieces  of  land? 
A.  I  did  not. 

Mr.  Reilly:  I  wonder  if  we  could  save  a  lot  of  time.  I 
have  in  front  of  me  Exhibit  74.  Could  the  witness  relate  it 
to  that  exhibit,  if  he  has  seen  that  exhibit  and  is  familiar 
with  it? 

Mr.  Sparks.:  Some  other  witness  will  do  that. 

Mr.  Reilly :  He  is  the  witness  that  ought  to  do  it. 

Mr.  Harrison:  I  was  going  to  ask  the  witness  to  take 
Exhibit  74  and  identify  that  property  so  the  rest  of  us  could 
identify  it. 

Mr.  Sparks :  I  am  not  sure  the  witness  can  do  it.  Can 
you  relate  these  pieces  to  Exhibit  74? 

The  Witness :  I  cannot. 

Mr.  Sparks :  We  will  have  a  witness  to  do  that. 
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The  Witness :  In  the  case  of  the  first  piece  on  Delaware 
Avenue,  Lot  33  in  Square  635,  the  entire  piece  occu- 

1589  pies  16,378  square  feet.  In  the  piece  at  Maine  Ave¬ 
nue  and  0  Street,  the  entire  piece  contained  87,921 

square  feet. 

The  third  piece  is  located  on  Wisconsin  Avenue  between 
Harrison  and  Jenifer  Streets,  Northwest,  known  as  Parcel 
26/116.  This  property  is  located  on  Wisconsin  Avenue,  be¬ 
tween  Harrison  and  Jenifer  Streets,  and  runs  through  to 
44th  Street.  It  is  irregular  in  shape,  and  44th  Street  is  ap¬ 
proximately  10  feet  below  the  grade  of  Wisconsin  Avenue. 
The  property  is  used  as  a  car  house  and  bus  garage.  All 
service  improvements  are  in.  However,  44th  Street  has  a 
temporary  surface  and  there  is  no  curb  or  sidewalk.  The 
north  portion  of  the  property  is  zoned  2nd  Commercial,  60 
foot  height,  D  Area  and  the  south  portion  is  1st  Commer¬ 
cial,  60  foot  height,  C  Area.  Altogether,  there  are  2.5376 
acres  of  ground.  The  land  along  Wisconsin  Avenue  is  zoned 
commercial  and  located  thereon  and  near  this  property  is 
the  Tolman  Laundry,  several  neighborhood  stores  and  six 
gasoline  service  stations.  The  land  on  the  west  is  made  up 
of  flats  and  small  residences.  On  the  east  is  the  subdivision 
known  as  Chevy  Chase.  It  contains  moderate  to  high-priced 
residences.  It  is  near  the  Maryland  State  line.  Wisconsin 
Avenue  is  a  main  highway  from  Washington  into  Montgom¬ 
ery  County,  Maryland.  This  avenue  in  this  part  is  not  fully 
developed,  but  it  is  being  developed  very  rapidly. 

1590  Wisconsin  Avenue  frontage  could  be  developed  for 
commercial  purposes,  while  the  44th  Street  frontage 

could  be  developed  with  four-family  flat  buildings.  I  have 
only  established  a  value  for  the  frontage  on  Wisconsin  Ave¬ 
nue  to  the  depth  of  about  175  feet.  That  value  is  $4.00  per 
square  foot. 

The  other  piece  is  located  on  14th  Street  just  north  of  V 
Street  Northwest,  known  as  Lot  201,  Square  235.  This 
property  fronts  50  feet  on  a  12-foot  alley  in  the  rear  of 
14th  Street,  north  of  V  Street,  and  is  improved  with  a  power 


substation.  The  value  of  these  improvements  are  not  in¬ 
cluded  in  the  value  stated.  A  5.54  foot  strip  leads  to  14th 
Street. 

The  property  is  zoned  Second  Commercial,  60  foot  height, 
D  Area  and  contains  3,888  square  feet  of  property.  This 
property  is  located  to  the  east  of  14th  Street,  north  of  V 
Street,  one  block  north  of  14th  and  U  Streets,  the  center  of 
this  particular  commercial  district.  The  area  is  made  up 
with  garages,  gasoline  stations,  the  Elite  and  Manhattan 
Laundries,  and  small  homes  occupied  by  colored.  It  is  only 
a  fair  commercial  section.  This  property  is  rear  ground, 
except  for  a  5.54  foot  strip  of  ground  leading  out  to  14th 
Street,  and  I  value  that  at  $2.00  per  square  foot,  exclusive 
of  the  improvements. 

The  next  portion  is  the  tract  known  as  14th  and  Decatur 
Streets,  Northwest,  Square  2815,  Lots  1-801  and  Par- 
1591  cel  85/31  and  Lot  800  in  Square  2814.  This  property 
is  used  as  a  car  house  and  garage.  All  service  im¬ 
provements  are  in.  The  property  grades  down  to  Arkansas 
Avenue,  the  grade  of  Iowa  Avenue  being  approximately  10 
feet  above  the  grade  of  Arkansas  Avenue.  The  main  por¬ 
tion  of  the  property  covers  most  of  the  Square  2815,  with 
the  exception  of  the  northeast  corner  at  14th  and  Buchanan 
Streets.  Lot  800,  Square  2814,  is  a  triangular-shaped  piece 
at  the  intersection  of  Arkansas  Avenue  and  Iowa  Avenue. 
Lot  800  is  classified  as  non-useful. 

Square  2815  is  zoned  First  Commercial,  60  foot  height, 
C.  Area  and  contains  214,925  square  feet  of  ground. 

This  property  is  located  on  upper  14th  Street,  on  which 
there  are  a  number  of  small  stores.  The  immediate  area  is 
made  up  of  moderate  priced  homes  occupied  by  white  per¬ 
sons.  A  few  colored  have  infiltrated  in  the  neighborhood. 
The  property  is  bounded  by  14th  Street,  Iowa  Avenue,  Ar¬ 
kansas  Avenue  and  Buchanan  Street.  The  value  of  the 
main  part  of  the  property,  besides  the  use  to  which  it  is  put, 
is  for  a  site  for  a  large  apartment  development.  I  would 
value  it  at  $1.50  a  square  foot. 
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The  next  property  is  located  at  4th  and  T  Streets  North¬ 
east,  known  as  Lots  19  through  23,  29,  30,  34,  35,  36  and  40 
in  Square  3615.  This  property  has  three  street  frontages 
and  is  improved  with  a  warehouse,  storage  yard  and  trans¬ 
former  plant.  The  property  is  on  grade  and  all  serv- 

1592  ice  improvements  are  in.  The  zoning  is  Second  Com¬ 
mercial,  90  foot  height,  D.  Area,  with  the  exception 

of  Lot  29,  which  is  zoned  Industrial,  90  foot  height,  D  Area. 
It  contains  a  total  of  76,381  square  feet. 

This  property  is  located  in  a  commercial  and  industrial 
area.  Nearby  are  Barber  &  Ross  Plant,  Kane  Transfer 
Company,  Safeway  Grocery  Warehouse  and  many  other 
similar  firms.  Houses  and  stores  are  on  4th  Street,  and 
dwellings  are  to  the  west.  This  property  is  situated  at  the 
foot  of  the  T  Street  Bridge  over  the  Baltimore  and  Ohio 
Railroad  Tracks.  It  is  a  very  good  second  commercial  loca¬ 
tion.  For  second  commercial  use,  it  is  estimated  this  prop¬ 
erty  is  worth  $2.00  per  square  foot. 

The  other  property  is  located  at  13th  and  D  Streets, 
Northeast,  known  as  Lot  800  in  Square  1030.  This  lot 
fronts  31  feet  on  13th  Street  and  100  feet  on  D  Street,  and 
is  improved  with  a  power  station.  All  service  improve¬ 
ments  are  in,  and  the  property  is  on  grade.  The  property 
is  zoned  First  Commercial,  60  foot  height,  C  Area.  It  con¬ 
tains  3100  square  feet  of  ground. 

The  area  is  made  up  of  small  two-story  row  houses,  ap¬ 
proximately  20  years  old.  There  are  a  number  of  two- 
family  flats.  Commercial  properties  are  located  on  13th 
Street,  just  north  of  D  Street,  and  include  Acme  and  Safe¬ 
way  stores. 

1593  The  value  of  this  property  is  primarily  for  com¬ 
mercial  use.  The  3100  square  feet  is  valued  at  $2.00 

per  square  foot. 

Those  are  the  eight  pieces. 

Chairman  Flanagan :  Off  the  record. 

(Discussion  off  the  record.) 
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By  Mr.  Sparks : 

Q.  I  think  you  have  already  covered  the  point,  but  as  of 
what  date  have  you  established  the  values  for  all  of  these 
eight  pieces ?  A.  As  of  this  date. 

1599  Mr.  Sparks:  Mr.  Owen,  did  you  furnish  to  Mr. 

Penney  within  the  last  few  days  or  the  last  day  or 
two  these  values  to  which  you  have  testified  here  today? 
The  Witness :  I  did  yesterday,  yes,  sir. 

1608  C.  Eugene  Penney  resumed  the  stand  and  testified 
further  as  follows : 

Redirect  examination 

By  Mr.  Sparks: 

Q.  Mr.  Penney,  you  have  already  appeared  as  a  witness 
in  this  case?  A.  I  have. 

1609  Q.  And  have  been  sworn?  A.  I  have. 

Q.  Have  you  heard  the  testimony  that  Mr.  Owen 
just  gave  here  this  afternoon  in  regard  to  real  estate 
values?  A.  Yes,  sir. 

Q.  Did  Mr.  Owen  furnish  you  with  the  figures  which  he 
mentioned  this  afternoon  sometime  prior  to  today’s  ses¬ 
sion?  A.  Yes,  sir.  Yesterday. 

Q.  Have  you  related  the  values  which  Mr.  Owen  testified 
to,  to  Exhibit  74  in  this  proceeding?  A.  I  have. 

Q.  Will  you  refer  to  Exhibit  74  and  identify  on  that  ex¬ 
hibit  the  property  which  is  involved  in  the  values  which  Mr. 
Owen  has  testified  to  and  which  he  gave  to  you?  A.  The 
land  appraisal  values  that  Mr.  Owen  has  just  given  will 
affect  the  item  shown  on  Exhibit  74  as  substation  land. 

Q.  Sheet  1?  A.  Sheet  1  of  Exhibit  74.  In  the  total 
amount  of  $40,495. 

Q.  What  changes  should  be  made  in  Exhibit  74  in  order 
to  reflect  the  values  testified  to  by  Mr.  Owen?  A.  If  the 
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figures  submitted  by  Mr.  Owen  were  substituted  for  tbe 
figures  previously  used,  for  Substation  3  at  Eckington  Car 
House  the  new  value  would  be  $1,022. 

Q.  Would  that  be  comparable  to  your  $720?  A. 

1610  That  would  replace  the  $702.  For  the  next  item,  Sub¬ 
station  11,  13th  and  D,  the  property  used  by  Pepco 

for  railway,  the  figure  would  remain  the  same,  $5,800,  and 
for  property  used  by  Pepco  for  others,  the  figure  would 
remain  the  same,  $300. 

At  Substation  18,  Southern  Car  House,  $1,200  would  be 
replaced  by  $750. 

Substation  23,  Western  Car  House,  the  figure  of  $1,839 
would  be  replaced  by  $4,500. 

Substation  26,  Northern  Car  House,  $4,200  would  be  re¬ 
placed  by  $2,100. 

Substation  28,  14th  and  V  Streets,  Northwest,  used  by 
Pepco  for  railway,  $10,062  would  be  replaced  by  $6,708. 
Used  by  Pepco  for  others,  $1,602,  would  be  replaced  by 
$1,068. 

Substation  29,  Delaware  Avenue  and  C  Streets,  South¬ 
west,  used  by  Pepco  for  railway,  $8,790,  would  remain  the 
same ;  as  would  the  next  figure,  used  by  Pepco  for  others, 
$2,250. 

At  Substation  56,  Navy  Yard  Car  House,  the  figure 
$3,750  would  be  changed  to  $2,188. 

As  a  result,  the  total  originally  shown  on  Sheet  1  of  Ex¬ 
hibit  74,  in  the  amount  of  $40,495,  would  be  revised  to  read 
$35,476. 

This  would  result  in  a  change  in  the  total  of  C.T.Co.  in 
D.  of  C.  used  by  Pepco  from  $1,732,427  to  $1,727,408.  Ac¬ 
cordingly,  at  the  bottom  of  the  first  sheet  of  Exhibit 

1611  74,  the  total  CTCo  in  D.  of  C.  and  Maryland  used  by 
Pepco,  in  the  amount  of  $1,735,573,  would  be  changed 

to  read  $1,730,554. 

Commissioner  Spencer:  Mr.  Penney,  these  figures  you 
have  just  given  have  been  determined  by  the  application  of 
tbe  square  foot  average  price  that  Mr.  Owen  gave  for  a 
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particular  tract  to  the  square  foot  averages  developed  by 
you  for  these  particular  substations? 

The  Witness :  That  is  correct. 

By  Mr.  Sparks : 

Q.  Mr.  Penney,  you  accept  these  figures  that  Mr.  Chven 
gave  you  and  correct  Exhibit  74  to  that  extent;  is  that 
correct?  A.  Yes,  sir. 

1623  V.  A.  McElfresh  resumed  the  stand  and,  having 
been  previously  duly  sworn,  was  examined  and  testi¬ 
fied  further  as  follows : 

Recross  examination 

Chairman  Flanagan:  Do  you  have  any  questions,  Mr. 
Kirby? 

Mr.  Kirby:  I  have  no  questions  of  Mr.  McElfresh. 

Mr.  Myse :  I  have  a  few. 

By  Mr.  Myse : 

Q.  Mr.  McElfresh,  will  you  turn  to  Schedule  2  of  your 
Exhibit  77?  On  that  page  you  have  excluded  the  kilowatt 
hours  and  the  kilowatts  of  demand  furnished  to  Virginia 
Electric  Power  Company  during  the  first  eight  months  of 
1950.  Is  that  correct?  A.  Yes,  except  that  the  demands  are 
based  on  the  first  six  months  of  1950  rather  than  the  first 
eight  months. 

Q.  Now,  am  I  right  in  concluding  that  the  effect  of  that 
exclusion  of  the  Virginia  Electric  Power  Company 

1624  demands  means  that  all  costs  which  were  associated 
with  those  demands  and  those  kilowatt  hours  during 

the  first  eight  months  of  1950  were  eliminated  from  the 
costs  which  you  purport  to  show  for  Virginia  on  Schedule 
1  ?  A.  In  effect  that  is  correct,  Mr.  Myse,  yes,  and  I  believe 
I  explained  on  direct  the  reason  for  that  was  because  of 
the  fact  that  there  was  a  substantial  decline  in  revenues. 

Q.  We’ll  come  to  that.  A.  Estimated  revenues. 


507 


Mr.  Harrison:  Did  you  finish  your  answer,  Mr.  Mc- 
ElfresM 

The  Witness :  Yes,  I  think  so. 

By  Mr.  Myse : 

Q.  Now,  that  means,  does  it  not,  that  whatever  costs  there 
were  associated  with  those  Virginia  Electric  Power  Com¬ 
pany  kilowatts  and  kilowatt  hours  for  the  first  eight 
months  of  1950  appear  as  costs  for  the  District  of  Columbia 
on  your  Schedule  1?  Isn’t  that  correct?  A.  No,  I  wouldn’t 
think  so  entirely,  Mr.  Myse,  because  Schedule  1  is  based 
on  the  estimated  costs  for  the  year  1951,  whereas  the  factors 
arc  based  on  the  first  eight  months  and  the  first  six  months 
of  1950. 

Q.  Well,  isn’t  it  a  fact  that  if  you  had  included  Virginia 
Electric  Power  Company  kilowatt  hours  and  demands 
shown  on  your  Schedule  2  you  would  have  on 
1625  Schedule  1  higher  costs  shown  for  Virginia  and 
lower  costs  shown  for  the  District  of  Columbia?  A. 
And  for  Maryland.  That’s  correct.  If  I  had  done  that. 

Q.  So  that  by  excluding  the  Virginia  Electric  Power  Com¬ 
pany  costs — demands  and  kilowatt  hours — shown  on 
Schedule  2,  you  increase  the  cost  to  the  District  of  Columbia 
shown  on  Schedule  1,  do  you  not?  A.  And  to  Maryland, 
yes.  I  just  said  that. 

Q.  Now,  as  I  understood  your  testimony  on  direct  and 
also  your  purported  explanation  this  morning,  you  did  that 
because,  as  you  say,  you  understand  that  the  Virginia 
Electric  Power  Company  demands  and  energy  will  be  less 
in  1951  than  it  was  in  the  first  eight  months  of  1950?  Is 
that  it?  A.  That’s  right. 

Q.  And  you  obtained  that  information  from  somebody 
else  in  the  organization  of  Pepco?  Is  that  right?  A.  Well, 
the  estimate  of  revenues  for  1951  I  think  shows  only 
$124,000  from  Pepco. 

Q.  Well,  you  didn’t  make  any  estimate  of  your  own  for 
1951  as  to  what  the  sales  and  demands  of  Virginia  Electric 
Power  Company  will  be,  did  you?  A.  No,  of  course  not. 
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Q.  You  wouldn’t  feel  that  you  are  competent  to 

1626  make  such  an  estimate,  would  you?  A.  Oh,  yes,  I 
think  I  could,  but  I  didn’t  think  it  was  necessary 

since  the  company  had  done  it. 

Q.  You  haven’t  made  it  in  this  case?  A.  No.  But  I  have 
no  reason  to  doubt  the  correctness  of  the  estimate. 

Q.  Did  you  make  any  study  whatsoever  of  the  potential 
demands  of  Virginia  Electric  Power  Company  for  the  year 
1951?  A.  Well,  I  do  know  that  their  demands  and  use  of 
service  from  Pepco  will  decline  and  practically  be  elimi¬ 
nated  because  of  the  completion  of  a  new  plant  that  they 
have  constructed. 

Q.  Will  you  answer  my  question? 

Mr.  Harrison:  I  submit  the  witness  has  answered  the 
question,  if  the  Commission  please. 

Mr.  Myse :  Mr.  Chairman,  I  think  if  you  have  it  read  you 
will  find  the  answTer  is  completely  unresponsive. 

Chairman  Flanagan :  You  asked  if  he  had  made  any  esti¬ 
mate  whatsoever.  Do  you  consider  that  approach  as  an 
estimate  of  what  may  happen? 

The  Witness:  Yes. 

Chairman  Flanagan:  Will  you  elaborate  on  that  ques¬ 
tion  of  Mr.  Myse? 

The  Witness:  I  think  that  is  the  answer  to  Mr. 

1627  Myse’s  question — that  I  know  that  the  Virginia 
Electric  and  Power  Company  will  not  need  the 

amount  of  service  in  1951  that  it  did  need  in  1950  because 
of  the  completion  of  their  new  plant. 

By  Mr.  Myse : 

Q.  Will  it  need  any  service  at  all?  A.  I’m  not. too  sure 
on  that  point.  The  estimate  is  for  $124,000  of  revenue  from 
that  source,  I  believe,  but  I  believe  I  stated  in  my  direct 
that  even  that  may  be  high. 

Q.  Well,  other  than  this  general  knowledge  that  you  have 
spoken  of,  have  you  made  any  study  to  determine  what 
the  kilowatt  hours  or  kilowatt  needs  of  Virginia  Electric 
Power  Company  will  be  in  the  year  1951  ?  A.  No. 


509 


Mr.  Harrison :  I  think  the  witness  answered  that 
question. 

Chairman  Flanagan:  No,  he  didn’t. 

The  Witness:  No,  no  more  than  I  would  for  any  other 
customer  who  is  moving  away  from  the  District  of 
Columbia. 

By  Mr.  Myse : 

Q.  Have  you  made  any  study  of  the  load  growth  on  Vir¬ 
ginia  Electric  Power  Company’s  system  on  its  northern 
end?  A.  No,  sir. 

1628  Q.  What  was  the  answer?  A.  No,  sir. 

Q.  That  growth  in  load  might  have  a  substantial 
bearing  on  their  needs  from  the  Pepco  system,  might  it  not? 
A.  Possibly,  but  my  best  information  is  that  they  will  not 
take  a  substantial  amount  of  energy  from  Pepco  in  1951. 

Q.  You  say  your  “best  information.”  Just  what  do  you 
base  that  statement  on?  What  information?  A.  From  dis¬ 
cussions  with  Pepco  officials  who  I  think  are  in  a  position 
to  know. 

Q.  What  officials?  A.  I  believe  Mr.  Main. 

Q.  Mr.  Main?  A.  Yes. 

Q.  Do  you  know  what  studies  Mr  Main  has  made  of  the 
Vepco  system — that  is,  Virginia  Electric  Power  Company’s 
system — with  respect  to  load  growth  anticipated  for  the 
year  1951?  A.  No,  sir. 

Q.  You  made  no  investigation  to  determine  what  studies 
Mr.  Main  has  made?  A.  No. 

Q.  Do  you  have  any  knowledge  with  respect  to  the  capac¬ 
ity  of  the  transmission  system  of  Virginia  Electric 

1629  Power  Company  connecting  its  northern  areas  with 
the  rest  of  its  system?  A.  I  have  no  knowledge  of 

the  Vepco  Company,  Virginia  Electric  Power  Company. 

Q.  Now,  if,  in  fact,  the  capacity  of  those  transmission 
lines  connecting  the  rest  of  the  Virginia  Electric  Power 
Company’s  system  are  insufficient  to  take  care  of  emer¬ 
gency  loads  in  the  northern  part  of  its  system,  it  would 
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mean  Vepco  might  have  to  rely  on  energy  and  kilowatts 
from  Potomac  Electric  Power  Company?  Isn’t  that  cor¬ 
rect?  A.  They  might. 

Q.  And  you  made  no  study  to  determine  that?  A.  No,  sir. 

Q.  Am  I  correct  in  understanding  Schedule  1  of  your  Ex¬ 
hibit  77  to  mean  that  you  have  included  in  your  costs  that 
you  show  for  Maryland  any  costs  which  may  have  been 
incurred  by  Pepco  in  serving  the  Southern  Maryland  Co-op 
for  that  period?  A.  Yes,  that  is  in  there. 

Q.  And,  likewise,  you  have  included  in  your  District  of 
Columbia  costs  any  costs  which  may  have  been  incurred 
by  Pepco  during  that  period  of  either  rendering  service  in 
kilowatts,  kilowatt  hours  or  facilities  to  Baltimore  Com¬ 
pany  or  the  Pennsylvania  Railroad  Company?  A. 

1630  Well,  that’s  not  a  revenue  item,  Mr.  Myse.  That  is — 

Q.  I  didn’t  ask  about  the  revenue.  I  asked  about 
the  costs.  A.  W^ell,  w’hat  I  am  trying  to  tell  you  is  that 
the  costs  are  netted  against  production  costs. 

Q.  Well,  whatever  costs  were  incurred  are  included  to 
that  extent  in  the  District  of  Columbia  costs?  Isn’t  that 
correct?  A.  No,  I  would  say  they  were  allocated.  I’d  say 
those  costs  were  allocated  between  the  three  jurisdictions 
in  proportion  to  either  kilowatts  of  demand  or  kilowatt 
hours  of  service  or  on  a  revenue  basis. 

Q.  Well,  one  thing  is  clear.  You  do  not  show  any  such 
costs — that  is,  the  costs  of  serving  Baltimore  Company  or 
the  Pennsylvania  Railroad  Company — separately?  A.  No. 
I  have  treated  that  as  a  reduction  of  production  expenses. 

Q.  That’s  right.  Now*,  when  we  speak  of  the  Baltimore 
Company,  you  understood  me  to  refer  to  the  Consolidated 
Gas,  Electric  Light  and  Power  Company  of  Baltimore? 
A.  Yes. 

*#*•••*••• 

1631  By  Mr.  Myse: 

Q.  Mr.  McElfresh,  I  show  you  a  photostat  consist¬ 
ing  of  two  pages  headed  “Potomac  Electric  Power  Com- 
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pany,  Kw  Hr.  Sales  1st  Eight  Months  1950”  and  the 

1632  second  sheet  with  the  title  on  top  “Units  of  Alloca¬ 
tion,  Average  Peak.”  Are  those  the  work  sheets 

behind  your  Exhibit  77  ?  A.  Yes,  sir. 

Mr.  Myse :  I  would  like  to  have  marked  for  identification 
as  the  next  number  the  documents  just  identified. 

Chairman  Flanagan:  It  may  be  marked  Exhibit  85  for 
identification. 

(The  document  above  referred  to  was  marked  for  iden¬ 
tification  as  Capital  Transit  Exhibit  85.) 

By  Mr.  Myse : 

Q.  Are  those  all  of  the  work  sheets  that  you  used  in 
making  up  your  Exhibit  77?  A.  Yes,  they  were  the  only 
direct  work  sheets  behind  Exhibit  77,  Mr.  Myse.  Of  course, 
I  had  access  to  other  facts  which  I  took  into  consideration 
in  reaching  a  conclusion  that  the  kilowatt  hour  factor  or 
kilowatt  factor  would  give  a  reasonable  approximation  of 
cost  by  jurisdiction. 

By  Mr.  Leeman : 

Q.  Mr.  McElfresh,  this  furnishing  of  service  to  the  Dis¬ 
trict  of  Columbia  street  lighting,  Mr.  Main  in  his  direct 
testimony  indicated  a  considerable  loss  on  the  part 

1633  of  the  company  in  rendering  that  service.  Have  you 
made  any  special  study  of  that?  A.  We  have  from 

time  to  time,  Mr.  Leeman.  I  don’t  think  Mr.  Main  re¬ 
ferred  to  it  as  a  loss.  I  think  he  simply  showed  that  the 
return  earned  from  that  source  was  less  than  the  average. 
And  looking  upon  return  as  a  component  of  cost,  why  you 
could  say  that  it  is  at  a  loss,  but  it’s  not  an  out-of-pocket 
loss.  That’s  the  point  I  am  trying  to  make. 

Q.  Well,  didn’t  he  testify  that  in  servicing  these  facilities 
that  the  company  suffered  a  loss?  A.  I  don’t  recall  testi¬ 
mony  to  that  effect.  I  do  recall  his  Exhibit  31,  which  shows 
the  return  from  the  street  lighting  operations  is  consider¬ 
ably  less  than  the  average  from  other  types  of  business. 


512 


Q.  Do  you  recall  his  testimony  with  reference,  as  I  recall 
it,  to  relocating  light  poles,  which  has  been  fixed?  A.  Yes. 
That  particular  operation  I  know  is  done  at  a  loss  due  to 
the  fixed  rate  of  five  dollars  per  pole  I  believe  it  is — per 
post. 

Q.  So  have  you  made  a  careful  study  of  that  to  be  able 
to  give  us  an  estimate  of  how  much  the  other  consumers 
are  paying  to  offset  that  deficit?  A.  On  that  particular 
item  you  mean  or  on  the  street  lighting  service  as  a  whole  ? 

Q.  Well,  I  have  in  mind  the  whole  set-up  of  rend- 
1634  ering  service  to  the  District  of  Columbia.  A.  We  have 
made  a  lot  of  studies  from  time  to  time  on  the  street 
lighting  situation,  Mr.  Leeman,  and  generally  they  have  in¬ 
dicated  that  the  rates  were  below  a  level  which  would  pro¬ 
duce  a  fair  return  from  that  service.  And  we  have  reviewed 
Mr.  Main’s  Exhibit  31  pretty  thoroughly,  and  I  would  say 
that  we  do  not  differ  from  that  substantially  as  a  result  of 
our  independent  studies.  Maybe  a  few  points,  but  not  to 
any  substantial  degree. 

•  •••••#••• 

1640  By  Mr.  Myse: 

Q.  Now,  I’m  completely  confused,  Mr.  Chairman.  May  I 
ask  you  again,  Mr.  McElfresh:  There  is  nothing  in  either 
Exhibit  31  or  any  of  the  work  sheets  back  of  Exhibit  31, 
including  1-9,  which  shows  the  breakdown  of  the  total  de¬ 
mands  between  the  District  of  Columbia,  Maryland  and 
Virginia,  is  there?  A.  No,  sir. 

Q.  That  is  information  you  got  from  some  other  source? 
Is  that  correct?  A.  It  came  from  the  same  source  that  the 
information  shown  on  Schedule  1-9  supporting  Exhibit  31 
came  from. 

Q.  Well,  now,  since  the  information  on  1-9  does  not  show 
the  breakdown,  where  did  that  information  come  from?  A. 
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I  stated  it  came  from  the  same  basic  data — substation 
readings  and  so  forth. 

Q.  Substation  readings?  A.  Yes. 

Q.  Now,  what  substation  readings  were  used,  if  you 
know?  A.  I  don’t  know.  I  told  you  that  we  asked  the  com¬ 
pany  for  a  breakdown  of  that  figure  by  jurisdictions, 

1641  and  we  got  it,  and  this  is  it. 

Q.  Do  you  know  whether  or  not  the  substation 
readings  used  in  arriving  at  that  breakdown  between  juris¬ 
dictions  were  readings  taken  simultaneously  or  were  the 
summation  of  non-coincident  readings?  A.  Summation  of 
non-coincident  readings. 

Q.  Do  you  know  the  dates  and  hours  of  those  non-coin¬ 
cident  readings?  A.  No,  sir. 

Q.  Do  you  know  whether  or  not  the  non-coincident  read¬ 
ings  which  were  summed  up  to  arrive  at  the  demands  be¬ 
tween  the  geographical  jurisdictions  varied  widely  as  to 
time  of  day  or  not?  A.  No,  sir. 

Q.  Do  you  know  whether  or  not  if  you  had  taken  the 
readings  by  geographical  jurisdictions  at  a  particular  max¬ 
imum  hour  that  they  would  have  agreed  with  the  summa¬ 
tion  of  the  non-coincident  readings  that  you  just  referred 
to?  A.  No,  sir. 

Q.  Do  you  know  how  those  readings  were  taken?  A.  No, 
sir. 

Q.  Do  you  know  for  what  purpose  those  readings  were 
taken?  A.  No,  sir. 

Mr.  Myse:  That’s  all. 

1642  Redirect  examination 
By  Mr.  Harrison: 

Q.  Didn’t  you  state  that  you  asked  the  company  to  make 
this  breakdown  for  you  and  the  company  furnished  that 
to  you,  Mr.  McElfresh?  A.  That’s  correct,  sir. 

•  ••••••••• 
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1643  Herbert  F.  G.  Main  resumed  the  stand  and,  having 
been  previously  duly  sworn,  was  examined  and  tes¬ 
tified  further  as  follows : 

Chairman  Flanagan:  Proceed,  Mr.  Harrison. 

Recross  examination 
By  Mr.  Harrison : 

Q.  Mr.  Main,  as  shown  by  transcript  1532,  in  response  to 
questions  by  your  counsel  for  comments  on  the  statement 
made  by  Mr.  McElfresh  appearing  at  transcript  page  915, 
you  stated,  and  I  quote:  “I  also  want  to  point  out  that  in 
my  opinion  the  company’s  evidence,  wholly  independently 
of  the  cost  of  service  study  evidence,  supports  the  proposed 
increases  to  the  Capital  Transit  Company  and  for  street 
lighting  service.” 

Now,  first  with  respect  to  the  Capital  Transit  Company, 
I  would  like  for  you  to  state  what  the  company  evidence  is 
that  you  referred  to  or  any  other  evidence  other  than  Ex¬ 
hibit  31  in  support  of  the  energy  and  demand  charges  set 
forth  on  your  revised  page  20  of  Exhibit  15.  A.  With  re¬ 
spect  to  the  transit  company,  in  my  Exhibit  No.  20 — 

Q.  You  mean  page  20?  A.  No,  Exhibit  No.  20,  and 

1644  my  direct  testimony  surrounding  that  exhibit,  which 
in  substance  was  to  the  effect  that  the  cost  of  service 

to  the  transit  company  consisted  of  an  estimate  of  the  con¬ 
version  charge  from  high  voltage  to  600-volt  direct  current 
and  the  charge  for  high-voltage  service  the  same  as  other 
high-voltage  customers  were  paying,  I  believe  is  a  substan¬ 
tiation  of  the  increase  recommended  by  the  Company  to  the 
transit  company. 

Q.  Now,  you  refer  to  that  as  the  same  as  the  cost  of  high 
voltage  to  any  other  customer?  Is  that  correct?  A.  Any 
other  high-voltage  customer. 

Q.  Any  other  high-voltage  customer.  Can  you  refer  to 
any  evidence  other  than  Exhibit  31,  Mr.  Main,  which  would 
support  the  energy  and  demand  charges  proposed  for 
Commercial  Schedule  HV  as  set  forth  on  page  8  of  Exhibit 
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15?  A.  Not  with  respect  to  my  original  case  as  far  as  the 
transit  company  is  concerned.  I  think  it  is  corroborated 
by  Exhibit  31. 

Q.  Well,  now,  I  asked  you  other  than  Exhibit  31.  A. 
No,  there  is  nothing  other  than  Exhibit  31. 

Q.  So,  then,  there  is  no  support  other  than  Exhibit  31  for 
the  energy  and  demand  charges  to  high-voltage  customers  ? 
A.  No,  sir. 

Q.  And  likewise  to  Capital  Transit  Company?  A.  That’s 
right.  i 

1645  Q.  Now,  with  respect  to  the  charges  for  street 
lighting  service  as  proposed  on  page  19  of  Exhibit 

15,  Mr.  Main,  that  is,  the  electricity  charge,  can  you  refer 
to  any  evidence  other  than  Exhibit  31  which  would  show 
the  cost  of  energy  delivered  to  street  lighting  circuits?  A. 
No  more  than  you  can  support  the  cost  of  service  to  any 
low-voltage  commercial  customer. 

Q.  Can  you  point  to  evidence  other  than  Exhibit  31  which 
would  show  the  cost  of  energy  to  large  commercial  cus¬ 
tomers?  A.  Not  as  to  actual  cost  of  furnishing  the  service, 
no. 

Q.  It  is  a  fact,  then,  is  it  not,  Mr.  Main,  that  aside  from 
Exhibit  31  there  is  no  evidence  in  this  record  which  would 
show  the  demand  and  energy  costs  of  serving  high-voltage 
customers  and  large  commercial  customers  upon  which  you 
respectively  base  the  energy  and  demand  rates  proposed 
for  Capital  Transit  Company  and  the  energy  rate  for  the 
street  lighting  service?  A.  No.  The  whole  point  in  my 
statement  is  that  to  whatever  extent  that  you  assume  the 
rates  for  high-voltage  customers  and  large  commercial  cus- 
omers  are  fair  and  equitable,  then  to  that  extent  the  in¬ 
crease  which  we  have  designated  for  the  transit  company 
and  the  street  lighting  company  I  think  are  proper. 

1646  Q.  But  there  is  no  support  for  the  high-voltage  or 
large  commercial  customers’  rates?  A.  No,  not  as 

such. 
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Q.  And  none  for  Capital  Transit  Company  or  street 
lighting!  A.  That’s  right. 

Q.  On  page  1533  of  the  transcript,  lines  11  to  15,  you 
refer  to  Exhibit  31  as  confirming  the  increase  in  revenue 
from  these  two  services — that  is,  Capital  Transit  Company 
and  street  lighting.  You  have  already  stated,  have  you  not, 
that  Exhibit  31  cannot  be  used  to  support  any  of  the  energy 
or  demand  rates  proposed  for  the  various  classes  of  service 
by  the  rate  schedules  set  forth  in  your  Exhibit  15?  A. 
That’s  right.  In  itself  I  don’t  think  Exhibit  31  should  be 
used  as  a  basis  for  setting  rates.  However,  as  I  have  said 
before,  the  cost  of  service  study,  such  as  Exhibit  31,  is  a 
guide.  It  is  a  test  of  reasonableness  of  a  rate  that  is  found 
to  be  fair  and  reasonable  by  some  other  method. 

•  #•••••••• 

1670  By  Mr.  Myse: 

•  #••***•*• 

1675  Q.  Now,  generally  speaking,  there  is  no  property 
of  any  kind  or  nature  included  on  page  2  of  Exhibit 

S3  which  is  owned  by  Capital  Transit  Company  and  used 
for  service  to  others,  is  that  correct?  A.  That  is  rigln: 

Q.  Now,  referring  to  page  2  of  Exhibit  S3  and  the  Sub¬ 
station  28  at  14th  Street,  you  show  a  figure  for  land  owned 
by  Capital  Transit  Company  at  $3,809.  Do  you  wish  to 
correct  that  figure?  A.  $3,518,  isn’t  it?  No,  you’re  right. 
That  is  Capital  Transit  Company  owned  land  at  Substation 
28,  $3,809. 

Q.  Do  you  wish  to  correct  that  figure?  A.  Yes.  I  find 
that  the  value  of  nine-thousand-odd  dollars  which  was  fur¬ 
nished  our  people  at  Sub  28  was  understood  to  be  the  total 
cost  of  the  land  at  the  substation,  whereas  it  developed  to 
be  only  the  cost  of  one  parcel  of  it.  So  that  that  figure 
should  be  corrected.  It  will  probably  reduce  it  to 

1676  about  one-half,  perhaps  slightly  less  than  one-half 
of  the  figure  shown  here. 

Q.  It  would  increase  it  to  $9,038,  would  it  not?  A.  Yes, 
that  is  right. 
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Q.  And  that  is  because  you,  in  arriving  at  your  figure  of 
$3,809,  pro-rated  the  total  of  $9,038  between  two  parcels  of 
land  whereas  it  should  have  applied  to  the  one  parcel  yon 
are  referring  to  on  Exhibit  83,  page  2,  is  that  right!  A. 
That  is  right. 

•  #**•••••• 

1688  By  Mr.  Myse: 

Q.  Will  you  turn  to  Exhibit  84.  I  want  to  review  with 
you,  Mr.  Main,  the  make-up  of  this  exhibit  so  it  will 

1689  appear  more  clearly  of  record  than  it  does  from  your 
work  sheets  into  the  final  results  on  pages  1  and  2. 

First  of  all,  as  I  understand  it,  the  costs  which  you  show 
on  page  1  and  page  2  of  Exhibit  84  are  a  summation  of  costs 
which  are  shown  in  your  Section  1  of  the  work  sheets  which 
back  up  those  costs,  are  they  not?  A.  That  is  right. 

Q.  Now,  in  Section  I  of  the  work  sheets,  you  show  the 
purported  breakdown  of  cost  elements  by  electric  plant, 
construction  work  in  progress  and  various  other  groups, 
as  shown  in  each  of  the  pages  under  the  heading  I.  A.  Yes. 

Q.  Now,  I-B,  page  8  is  the  sheet  which  shows  the  units  of 
allocation  which  you  applied  to  the  various  groups  of  costs 
in  arriving  at  the  breakdown  between  the  political  juris¬ 
dictions,  is  that  correct?  A.  That  is  right. 

Q.  Nowt,  am  I  correct  in  understanding  that  the  energy 
components,  as  you  have  labeled  them  on  I-B-8,  used  in 
allocating  the  energy  components  of  cost  were  derived  from 
the  megawatt  hours  shown  on  III-B-37,  is  that  right?  A. 
That  is  right. 

Q.  Now,  referring  to  III-B-37,  that  is  where  you  deter¬ 
mine  what  you  have  called  base  loads.  A.  Yes. 

1690  Q.  Now,  those  base  loads  were  determined  in  the 
same  manner  as  the  base  loads  that  were  determined 

in  Exhibit  31,  were  they  not?  A.  That  is  right. 

Q.  That  is,  you  took  the  total  energy  and  divided  by  the 
total  number  of  hours  in  the  year,  is  that  correct?  A.  8760. 

Q.  That  is  the  total  number  of  hours  in  the  year.  A. 
That  is  right. 
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Q.  Now,  where  did  the  figures  for  gross  energy  come 
from  appearing  on  III-B-37?  A.  They  come  from  the 
pages  immediately  following  III-B-37.  III-B-38  is  the  work 
sheet  for  Virginia,  III-B-39  for  Maryland,  and  III-B-40  for 
the  District  of  Columbia.  And  on  each  of  those  three  sheets 
there  is  a  column  which  is  headed  “Sales,”  and  in  the  suc¬ 
ceeding  columns  to  the  right  of  that  column  headed  “Sales” 
efficiency  factors  are  applied  to  convert  the  sales  to  a  gener¬ 
ation  basis.  Those  generation  figures  are  brought  forward 
on  to  III-B-37  for  the  purpose  of  dividing  by  S760  to  obtain 
the  energy  factor  or  the  energy  component. 

Q.  As  I  understand  it,  the  sales  shown  on  pages  III-B-38 
through  III-B-40  inclusive  are  actual  billing  sales.  A. 
Recorded  sales. 

1691  Q.  Now,  where  did  the  efficiency  factors  come 
from?  A.  The  efficiency  factors  are  made  up  by  our 
System  Planning  Division  from  an  analysis  which  they 
make  annually  of  our — a  reconciliation  which  they  make  of 
our  kilowatt-hour  sales  with  generation. 

Q.  But  generally  speaking  they  came  from  the  same 
people  that  you  referred  to  when  I  asked  you  a  similar 
question  with  respect  to  31.  A.  That  is  right. 

•  •••••*#•• 

1693  Q.  Now,  you  have  two  columns  of  efficiency  factors. 

As  I  understand  it,  the  first  one  is  supposed  to  repre¬ 
sent  the  difference  between  sales  and  net  generation,  is 
that  right?  A.  That  is  right. 

Q.  That  is  losses  in  distribution.  A.  It  is  losses  between 
the  power  station  and  the  customer. 

Q.  And  the  second  column  of  efficiency  factor  is  supposed 
to  represent  the  difference  between  gross  generation  and 
net  generation  which  is  station  use,  is  that  right?  A.  That 
is  right. 

Q.  Now,  referring  back  to  II-B-37  of  Exhibit  84,  in  the 
columns  generally  headed  “MW  Base  Load,”  those  are 
the  calculated  figures  that  we  referred  to  a  while  back,  are 
they  not?  A.  Yes,  each  jurisdiction  has  two  columns,  the 
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first  of  which  is  the  gross  generation  and  the  second  the 
megawatt-hour  base  load,  which  is  the  first  figure  divided 
by  8760. 

Q.  That  megawatt-hour  base  load  is  the  same  thing  as 
100  percent  load  factor  throughout  the  year,  is  that  right? 
A.  That  is  right. 

Q.  You  don’t  have  any  groups  of  customers  or  cus- 

1694  tomers  who  do  have  100  percent  load  factor  through¬ 
out  the  year,  do  you?  A.  No. 

Q.  Now,  I  note,  looking  at  pages  III-B-38  through  40 
inclusive  that  you  have  used  the  same  efficiency  factors  for 
each  class  in  Virginia  and  Maryland  and  the  District  of 
Columbia,  is  that  correct?  A.  That  is  right. 

Q.  So  I  take  it  that  the  persons  who  gave  you  these  effi¬ 
ciency  factors  made  no  study  to  determine  whether  or  not 
there  was  a  difference  in  efficiency  factors  as  between  the 
three  jurisdictions.  A.  I  don’t  think  I  would  say  that.  I 
would  rather  say  that  they  may  have  made  some  studies 
and  found  in  their  opinion  there  was  no  difference  in  the 
efficiency  factors. 

Q.  Well,  do  you  know?  A.  Not  definitely. 

Q.  Well,  do  you  know  of  any  studies  they  have  made  at 
all  as  to  the  differences  in  efficiency  factors  between  the 
three  jurisdictions  of  your  own  knowledge?  A.  I  don’t 
know  of  my  own  knowledge,  no.  Mr.  Myse,  I  gave  you 
8760.  I  was  thinking  of  a  full  year.  That  should  be  4380 
that  those  were  divided  by  because  this  is  a  six-month 
period. 

1695  Q.  In  other  words,  in  all  cases  where  you  gave  the 
figure  of  8760,  it  should  be  corrected  to  be  what?  A. 

4380. 

Q.  And  you  followed  the  same  processes  in  Exhibit  31. 
A.  That  is  right. 

Q.  Now,  referring  back  to  page  I-B-8,  which  is  the  sheet 
showing  how  you  allocated  power  supply  and  sub  transmis¬ 
sion,  you  show  in  the  column  headed  “Average  Demands” 
certain  figures  of  kilowatts,  do  you  not?  A.  Yes. 
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Q.  Am  I  correct  in  understanding  that  you  arrived  at 
that  and  the  derivation  of  that  is  shown  at  the  bottom 
of  that  sheet  to  be  an  arithmetical  average  of  the  base 
loads  that  we  have  just  been  referring  to  plus  some  figures 
which  you  give  for  peak  loads?  A.  That  is  right. 

Q.  Now,  those  figures  of  peak  loads  come  from  page 
IH-B-36,  do  they  not?  A.  Right. 

Q.  And  those  are  shown  at  the  bottom  of  the  page. 
Actually,  they  are  derived  from  the  summation  of  pages 
III-B-34  through  36  inclusive.  A.  That  is  right. 

•  ••••••••• 

1699  Herbert  F.  G.  Main  resumed  the  stand  and  con¬ 
tinued  his  testimony  as  follows: 

Recross  examination  ( resumed ) 

By  Mr.  Myse: 

Q.  Mr.  Main,  will  you  turn  to  page  III-B-34  of  Exhibit 
84,  please?  Referring  to  the  first  line,  where  you  show 
under  the  heading  4  kv,  No.  3,  and  then  to  the  right,  under 
the  heading  DC,  11.89,  will  you  tell  me  what  that  11.89 
represents?  A.  Yes,  sir.  Just  a  moment,  please.  That  is 
the  coincident  demand  of  substation  No.  3  at  the  time  of 
the  4  kv  system  maximum  at  about  7 :15  p.m.  on  March  2, 
1950. 

Q.  Now,  11.89  is  what?  Kilowatts  or  megawatts?  A. 
Megawatts. 

Q.  And  a  megawatt  is  a  thousand  kilowatts?  Isn’t  that 
right?  A.  That’s  right. 

Q.  Now,  will  you  explain  for  the  record  what  you  mean 
by  the  4  kv  system?  First  of  all,  “kv”  means  kilovolts, 
doesn’t  it?  A.  That’s  right.  4,000  volts.  Our  low- 

1700  tension  business  is  served  by  four  separate  and  dis¬ 
tinct  systems.  The  4,000-volt  radial  and  network 

system,  by  which  13,000-volt  power  is  stepped  down 
through  a  power  transformer  in  the  substation  to  4,000, 
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and  then  feeders  from  that  substation  radiate  out  to  the 
distribution  area. 

Q.  Those  feeders  are  at  4,000  volts  or  4  kv?  A.  Yes, 
nominal.  Another  system  is  what  we  call  the  low-voltage 
A.C.  network  system.  That  is  a  system  of  transformers 
mostly  in  the  downtown  area  located  usually  out  in  the 
street,  fed  by  13,000-volt  cables,  feeders,  and  the  second¬ 
aries  of  which  are  208  volts  I  think.  It  steps  down  one 
step  from  13,000  down  to  utilization  voltage. 

The  third  system  is  the  220-volt  direct  current  system, 
and  the  fourth  consists  of  a  number  of  customers,  low- 
voltage  customers,  who  are  served  directly  from  13,000 
or  6,600-volt  lines  through  a  single  step-down  transformer. 

Q.  Now,  why  did  you  not  serve  Maryland  areas  with 
your  low-voltage  network!  A.  Well,  the  low-voltage  net¬ 
work,  as  I  say,  is  located  down  in  the  downtown  areas  where 
the  density  is  high,  and  as  to  why  it’s  not  used  out  in  Mary¬ 
land  is  part  of  the  engineering  economics  of  the  company 
which  I  don’t  think  I’m  qualified  to  go  into. 

Q.  Well,  are  you  saying  that  there  is  a  difference  in  the 
characteristics  of  the  loads  in  the  outlying  Maryland 
1701  areas  as  compared  with  the  District  of  Columbia 
downtown  section  which  makes  a  low-voltage  net¬ 
work  feasible  in  the  downtown  section  but  not  in  the  out¬ 
lying  Maryland  areas!  A.  When  you  speak  of  load 
characteristics,  do  you  mean  load  factor  or  density! 

Q.  Whatever  characteristics  of  service  there  might  be 
which  would  require  low-voltage  network  in.  downtown 
Washington  but  not  make  it  feasible  in  Maryland.  A.  I 
don’t  think  it’s  a  question  of  feasibility  as  much  as  it  is  a 
matter  of  economy.  In  other  words,  you  don’t  use  the  low- 
voltage  network  system  to  supply  customers  that  have  a 
certain  load  characteristic  over  another  one.  It’s  used 
mainly  because  of  load  density  and  that  sort  of  thing. 

Q.  You  mean  the  lower  density  in  Maryland  wouldn’t 
make  it  economically  feasible  to  put  a  low-voltage  network 
in  Maryland?  Is  that  right?  A.  That’s  right. 
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Q.  That  means  that  the  costs  would  be  such  in  Maryland 
as  to  make  it  uneconomically  feasible?  Put  it  that  way.  A. 
That’s  right 

Q.  Now,  getting  back  to  IH-B-34  of  Exhibit  84,  as  I 
understand  it  now,  you  have  determined  the  coincident  de¬ 
mand  on  each  of  your  4, 000-volt  substations  in  the 

1702  District  of  Columbia,  Maryland  and  Virginia,  re¬ 
spectively,  and  added  them  up  to  the  total  which 

appears  on  that  page  as  168.24  megawatts  for  the  District 
of  Columbia?  Is  that  right?  I  can’t  read  it.  A.  Yes. 
However,  that — 

Q.  Before  we  get  away  from  that,  that  also  adds  up  to 
82.45  megawatts  in  Maryland  and  2.91  megawatts  in  Vir¬ 
ginia?  Is  that  correct?  A.  That’s  right.  Further  over 
you  will  see  the  total  there  of  253  or  252.6. 

Q.  253.6  on  mine.  A.  Yes. 

Q.  What  does  that  represent?  Is  that  the  coincident 
demand  on  the  4,000-volt —  A.  That’s  right. 

Q.  — network?  A.  That  agrees  with  the  figure  on  HI-59 
of  Exhibit  31,  which  was  the  starting  point  of  this  jurisdic¬ 
tional  allocation.  In  other  words,  in  Exhibit  31  we  had 
used  the  4  kv  demand  of  252.6,  and  this  jurisdictional  allo¬ 
cation  is  merely  a  breakdown  of  that  figure  between  the 
three  areas,  and  it  was  broken  down  by  substation  location. 

Q.  Well,  now,  am  I  correct  in  understanding  that  the 
253.6  megawatts  shown  on  page  IH-B-34  of  Exhibit  84  as 
the  total  demand  on  the  4,000-volt  system  is  the  de- 

1703  mand  which  occurred  about  7 :15  p.m.,  March  2, 1950? 
A.  That’s  right. 

Q.  And  all  the  other  demands  on  that  sheet  occurred  at 
the  same  time?  A.  Yes. 

Q.  I  take  it  that  you  do  not  have  any  information  which 
shows  the  maximum  demands  by  each  substation  in  connec¬ 
tion  with  non-coincident  demands?  A.  We  do  have  them, 
of  substation  non-coincident  demands,  yes.  We  maintain 
a  running  record  of  those. 

Q.  You  do  have  them  available?  A.  Yes. 
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Q.  Now  let’s  turn  to  IH-B-35  of  Exhibit  84.  Now,  under 
the  heading  “Low-Voltage  A.C.  Network,  D.C.,”  you  show 
116  megawatts.  Is  that  correct?  A.  That’s  right. 

Q.  And  since  it’s  only  applicable  to  the  District  of 
Columbia,  that  is  the  only  place  you  show  such  a  demand? 
A.  There  again  that  116  megawatts  is  the  same  figure  that 
shows  on  HI-59  of  Exhibit  31. 

Q.  Now,  what  was  the  hour  and  date  of  that  demand  of 
116  megawatts?  A.  Two  p.m.  on  July  27,  1950. 

Q.  Do  you  know  what  the  maximum  demand  was  on  the 
low-voltage  network  at  7 :15  p.m.,  March  2,  1950? 

1704  A.  Not  offhand  I  don’t. 

Q.  Well,  would  that  figure  be  available  from  your 
records?  A.  Yes,  sir. 

Q.  I  take  it  from  what  you  have  said  that  the  116  mega¬ 
watts  of  low-voltage  A.C.  network  demand  is  the  maximum 
non-coincident  demand  during  that  six-months  period  re¬ 
ferred  to  in  Exhibit  84?  A.  That’s  right. 

Q.  Would  you  also  have  available — 

Commissioner  Spencer:  That  was  in  July? 

The  Witness:  This  one  was  in  June.  If  I  understood 
your  previous  question,  Mr.  Myse, — Maybe  I  could  clear 
that  up.  The  maximum  demand  on  the  low-voltage  net¬ 
work  system  is  a  summer  demand.  It’s  not  a  winter  de¬ 
mand. 

By  Mr.  Myse: 

Q.  Well,  but  am  I  right — You  say  this  116  megawatts 
occurred  at  2  p.m.,  July  27,  1950?  A.  Well,  that  116  is  a 
figure  of  106.7  which  was  the  measured  demand  of  the  net¬ 
work  system,  less  a  thousand  kilowatts  of  company  use,  and 
then  that  value  raised  to  a  gross  generated  level  by  the 
application  of  losses,  which  results  in  116.  That’s  all  set 
forth  on  HI-59  of  Exhibit  31. 

Q.  Well,  perhaps,  but  I  don’t  think  you  heard  my  ques¬ 
tion.  I  thought  you  stated  that  the  time  of  occurrence 

1705  of  the  maximum  demand,  whichever  you  used  in  ar- 
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riving  at  the  116  megawatts,  came  at  2  p.m.  July  27,  1950. 
Is  that  right?  A.  Yes. 

Q.  That  is  not  within  the  six-months  period  which  you 
have  referred  to  and  used  as  the  basis  in  your  exhibit.  A. 
June  27,  1950? 

Q.  July.  A.  I  beg  your  pardon. 

Q.  Which  is  it?  July  or  June?  A.  It’s  June.  If  I  said 
July  I  meant  June. 

Q.  Well,  now,  just  so  we  are  clear  in  the  record,  that 
maximum  peak  on  the  low-voltage  network  system  occurred 
at  2  p.m.  on  June  27,  1950,  not  July?  Is  that  right?  A. 
That’s  right. 

Q.  Now,  on  that  same  page,  III-B-35  of  Exhibit  84,  you 
show  a  demand  of  8.9  megawatts  for  the  Edison  system. 
That  Edison  system  refererd  to  is  a  DC  system?  A.  220- 
volt  DC. 

Q.  What  was  the  time  of  occurrence  of  that  maximum 
demand?  A.  Three  p.m.  on  January  19,  1950. 

Q.  I  can’t  read  the  next  heading.  What  does  that  mean 
on  that  sheet?  It  looks  like  “S-e-c.”  A.  Secondary  from 
high  tension. 

1706  Q.  Those  are  the  customers  that  you  referred  to  as 
secondary  customers  served  by  the  high-voltage 
lines?  A.  That’s  right. 

Q.  Now,  am  I  correct  in  understanding  that  the  total  of 
8.1  megawatts  appears  in  Exhibit  31?  A.  Yes. 

Q.  What  page  is  that  on?  A.  HI-59. 

Q.  And  you  have  broken  that  total  of  8.1  megawatts 
down  between  all  of  the  various  secondary  customers?  Is 
that  right?  A.  That’s  right. 

Q.  What  was  the  date  of  the  occurrence  of  that  demand 
of  8.1?  A.  Two  p.m.,  June  27,  1950. 

Q.  Is  that  a  coincidence  that  that  occurred  at  exactly  the 
same  time  on  the  low-voltage  network — maximum  demand? 
A.  No,  I  wouldn’t  say  that  it  is  a  coincidence.  The  low- 
voltage  network  maximum  occurs  usually  about  the  time  of 
our  summer  peak,  and  these  customers,  secondary  cus- 
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tomers,  served  from  high-tension  lines,  are  generally  of  the 
same  character  as  the  customers  that  create  the  summer 
peak.  So  that  one  would  naturally  expect  maximum  de¬ 
mand  would  occur  at  the  same  time. 

1707  Q.  Well,  it’s  possible  that  it  could  occur  at  some 
other  hour,  couldn’t  it?  A.  Oh,  yes. 

Q.  So  that  it  is  a  coincidence  that  it  occurred  at  that 
time?  A.  No,  I  think  I  would  say  it  would  be  a  coincidence 
if  they  occurred  at  some  other  hour,  because  you  would  ex¬ 
pect  them  to  fall  at  the  same  hour. 

Q.  Because  of  their  load  characteristics?  A.  Yes. 

Q.  Now,  am  I  right  in  understanding  that  all  of  the 
various  individual  demands  for  these  various  secondary 
customers  are  maximum  demands  which  occurred  at  two 
p.m.  on  June  27, 1950?  Is  that  right?  A.  I’m  not  sure  that 
I  understand  your  question,  but  it  is  the — 

Q.  Well,  if  I  took  out  the  word  “ maximum”  would  it  be 
clear?  A.  Yes.  That  would  be  right  I  mean  I  don’t  want 
to  confuse  it  with  their  individual  maximum  demands. 

Q.  That  was  my  next  question.  The  figures  shown  on 
III-B-35  of  Exhibit  84  for  these  secondary  customers  do 
not  necessarily  represent  their  maximum  individual  de¬ 
mands?  A.  That’s  right. 

Q.  What  does  the  item  of  “other  60-cycle”  under 

1708  “Secondary  Customers”  refer  to  —  following 
Hecht’s,  Silver  Spring?  A.  Pending  verification  of 

that,  I  believe  that  we  have  some  60-cycle  feeders,  high- 
tension  feeders,  and  25-cycle  feeders  that  serve  only 
secondary  customers,  and  these  are  the  demands  on  those 
feeders.  So  it  wasn’t  necessary  to  break  them  down  by 
individual  customers. 

Mr.  Myse :  Would  you  read  that  answer  back? 

(The  reporter  read  the  answer.) 

By  Mr.  Myse : 

Q.  What  are  25-cycle  customers  doing  on  the  60-cycle 
system?  My  question  referred  to  60-cycle  system  alone,  of 
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3.70S  megawatts.  A.  I  was  coupling  another  similiar  item 
in  the  same  list,  two  items  down,  and  trying  to  answer  both 
of  them  in  one  answer. 

Q.  Am  I  correct  in  understanding  that  the  demand  of 
3.708  labeled  “other  60-cycle  secondary  customers”  are 
customers  that  are  fed  off  of  a  network  rather  than  direct 
from  a  high-tension  secondary  of  a  transformer?  A.  No, 
they  are  customers  who  are  fed  off  individual  feeder  or 
feeders.  In  other  words,  those  feeders  serve  only  these 
so-called  secondary  customers  and  are  not  mixed  up  with 
other  high-tension  customers. 

Q.  Well,  in  order  that  I  may  be  clear  on  it,  what’s 

1709  the  difference  between  Hecht’s,  Silver  Spring,  and 
one  of  these  other  60-cycle  customers  in  the  manner 

of  service?  A.  Well,  we  have,  let  us  say,  a  60-cycle  high- 
tension  feeder  going  out  of  a  substation,  and  that  feeder 
may  be  used  solely  for  serving  two,  three  or  four  or  more 
of  these  low-tension  customers,  so  that  we  don’t  have  to  get 
into  the  individual  customers’  demands  but  simply  take 
the  demand  of  the  feeder.  That  gives  us  the  simultaneous 
demand  of  the  customers. 

Q.  In  other  words,  these  other  figures  that  are  shown 
on  this  same  page  for  Hecht’s,  Silver  Spring,  for  example, 
you  measure  at  the  Silver  Spring  store  of  the  Hecht  Com¬ 
pany,  whereas  these  other  60-cycle  you  measure  at  the 
feeder?  Is  that  it?  A.  Yes. 

Q.  And  you  lump  them  together?  A.  Well,  after  appro¬ 
priate  adjustment  for  losses,  if  there  are  any  involved. 

Q.  Is  the  same  explanation  applicable  to  the  25-cycle 
customers?  A.  Yes. 

Q.  Now,  in  this  25-cycle  customers  shown  on  that  page, 
you  have  to  convert  from  60-cycle  to  25-cycle  to  serve  them, 
don’t  you?  A.  Not  necessarily,  although  I  think 

1710  generally  we  do.  We  do  still  have  some  25-cycle 
generating  capacity.  It  depends  on  when  they  are 

being  served. 
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Q.  You  mean  “ where’ ’  they  are  being  served?  Isn’t 
that  it?  A.  No.  “When.”  If  we  have  ample  60-cycle 
generating  capacity,  we  can  convert  it  through  the  fre¬ 
quency  changer  and  give  them  25-cycle  off  that.  Or  if  our 
load  is  such  that  all  the  60-cycle  generating  equipment  is 
needed  for  60-cycle,  we  can  operate  25-cycle  generating 
equipment  and  serve  them  from  that. 

Q.  Those  25-cycle  customers  require  separate  distribu¬ 
tion  system,  do  they  not?  A.  Yes. 

Q.  Generally  speaking,  where  are  they  located?  I  notice 
most  of  them  are  in  the  District  of  Columbia,  with  a  very 
small  number,  if  any,  in  Virginia.  Whereabouts  in  the 
District  are  they?  A.  I  don ’t  think  they  are  confined  to  any 
one  location,  Mr.  Myse. 

Q.  Scattered  throughout  the  District  of  Columbia?  A. 
Yes. 

Q.  Now,  referring  again  to  III-B-35  of  Exhibit  84  and  the 
item  of  600-volt  system,  am  I  correct  in  assuming  that  the 
31.3  megawatts  appearing  under  that  600-volt  system  is 
the  same  item  that  appears  in  Exhibit  31?  A.  Yes. 
1711  It  appears  in  Exhibit  31  on  III,  page  60. 

Q.  What  was  the  time  of  that  peak  again  for  the 
record?  A.  Well,  it  was  right  around  5.45  p.m.  It  would 
be  the  half-hour  period  ending  between  5:30  and  5:45  p.m. 
on  February  3,  1950. 

Q.  Now,  the  item  of  three-tenths  megawatts,  labeled 
“other,”  did  that  peak  occur  at  the  same  time?  A.  Yes. 
That  is  assumed  to  be  a  simultaneous  peak. 

Q.  Well,  in  fact,  do  the  customers  on  the  600-volt  system 
other  than  Capital  Transit  create  a  peak  at  the  same  time 
as  the  Capital  Transit  system?  A.  Not  necessarily. 

Q.  How  did  you  determine  the  amounts  of  demand  for 
Maryland  at  substation  4  and  15  shown  on  page  IH-B-35 
of  Exhibit  84?  A.  Those  are  based  on  substation  meter 
readings. 

Q.  Now  refer  to  III-B-36  of  Exhibit  84.  You  there  have 
listed  a  number  of  high-tension  customers.  Now,  that 
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appears  to  me  to  be  a  fourth  class  of  customer — I  mean  a 
fifth  class,  and  you  only  named  four  at  the  beginning  of  this 
1  afternoon.  A.  No,  I  named  four,  but  I  think  I  labeled  those 
as  being  four  systems  used  to  serve  the  low-voltage 
business. 

Q.  Then,  in  addition,  you  have  this  so-called  high- 

1712  tension  system  of  which  the  customers  listed  on  III- 
B-36  are  part?  Is  that  correct?  A.  That’s  right. 

Q.  Now,  the  total  of  179.7  megawatts,  does  that  appear 
in  Exhibit  31?  A.  Yes. 

Q.  What  is  the  date  of  the  occurrence  of  that  peak?  A. 
At  2 :30  p.m.,  June  27,  1950. 

Q.  I  take  it  that  all  of  the  figures  appearing  under  the 
heading  “High  Tension”  there  for  each  of  the  customers 
is  the  demand  as  of  that  time?  A.  That’s  right. 

Q.  Does  not  represent  their  maximum  demands?  A.  No. 

Q.  Actually  the  maximum  demands  of  a  number  of  these 
customers  may  occur  at  widely  different  times?  Isn’t  that 
right?  A.  Yes,  it’s  possible. 

Q.  It’s  probable  too,  is  it  not?  A.  No,  it  depends  on 
whether  they’re  summer  load  customers  or  winter  load 
customers. 

Q.  Well,  the  fact  is  that  there  is  a  wide  diversity  in  the 
demands  of  some  of  these  customers?  Isn’t  that  correct? 
A.  Well,  I’d  say  they  divide  themselves  into  two 

1713  groups,  those  with  summer  maximums  and  those 
with  winter  maximums. 

Q.  Are  they  about  evenly  divided?  I’m  thinking  in  terms 
of  demand  rather  than  number.  A.  No,  I’d  say  they  are 
predominantly  summer. 

Q.  Now,  the  6  megawatts  of  demand  shown  on  III-B-36 
for  Southern  Maryland  Co-op  also  appears  in  Exhibit  31, 
does  it  not?  A.  That’s  right. 

Q.  What  is  the  date  and  time  of  that  one?  The  time  of 
the  occurrence?  A.  March  22, 1950.  I  don’t  have  the  time 
on  that  one,  Mr.  Myse. 
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A 
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Q.  Approximately.  Morning  or  afternoon  or  what?  A. 
I  imagine  that  would  be  an  evening  peak. 

Q.  Can  you  determine  very  readily  from  conferences 
with  your  associates  in  the  room?  A.  (After  consulting 
associates)  About  6:00  p.m. 

Commissioner  Spencer :  Excuse  me,  Mr.  Main.  Are  you 
reading  these  times  of  maximum  demand  from  Exhibit  31  ? 

The  Witness :  Yes,  sir. 

Commissioner  Spencer:  Thank  you. 

By  Mr.  Myse: 

Q.  Now,  the  Virginia  Electric  Power  Company  demand 
of  29.3  appearing  on  HI-B-36  is  also  found  in  Ex- 
1714  hibit  31?  A.  The  date  but  not  the  time.  The  date 
is  January  12th,  and  I  think  that  would  be  a  daytime 
peak,  which  would  be — (consulting  associates) — No,  that 
would  be  an  evening  peak  too.  About  6 :00  p.m. 

Q.  Now,  the  street  lighting  demand  shown  as  10.3  mega¬ 
watts  also  appears  in  Exhibit  31?  A.  That’s  the  June  1950 
demand. 

Q.  June  what  date?  A.  No  particular  date.  It’s  the 
same  demand  after  all  the  street  lights  are  on  all  night 
every  night. 

Q.  It  would  be  evening  peak?  A.  Yes. 

#••••••••• 

1720  The  Witness:  Page  2  of  Exhibit  83  is  captioned 
“Ownership  and  Estimated  Original  Cost  of  Sub¬ 
station  Equipment  Used  in  Supplying  600- Volt  DC  Service 
to  Capital  Transit  Company.”  That  caption  is  somewhat 
misleading,  in  that  it  is  intended  to  read  “in  supplying  600- 
volt  DC  service,”  not  necessarily  to  Capital  Transit  Com¬ 
pany  but  to  other  600-volt  DC  customers.  Hence,  the  prop¬ 
erty  shown  on  this  exhibit  is  used  for  all  600-volt  DC  serv¬ 
ice. 

Conversely,  on  page  1,  the  quantities  of  property  enumer¬ 
ated  in  the  column  headed  “  Capital  Transit  Company  Prop¬ 
erty  Used  by  Pepco,”  it  contains  or  represents  property 
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which  is  not  used  for  600-volt  DC  service.  That  is,  neither 
for  the  transit  company  service  or  the  600-volt  other  cus¬ 
tomers. 

By  Mr.  Myse: 

Q.  Do  you  have  a  copy  of  page  1561  before  you?  Your 
testimony?  A.  Yes. 

Q.  On  that  page,  Mr.  Main,  you  were  referring  to  in¬ 
crease  in  investment  made  necessary  in  order  to  supply 
Capital  Transit  Company’s  requirements.  I  take  it  you 
are  referring  there  to  600-volt  DC  substation  equip- 
1721  ment?  Is  that  right?  A.  Yes,  sir. 

Q.  What’s  the  nature  of  the  700,000  dollars’  worth 
of  investment  that  you  refer  to  there?  What  kind  of  equip¬ 
ment?  A.  That  would  be  rotary  converters  and  associated 
equipment. 

Q.  Now,  I  take  it  you  put  those  converters  in  to  supply 
that  peak  load  of  13,000,000  kilowatt  hours  in  January  1945? 
Is  that  right?  A.  Yes. 

Q.  Approximately  when  was  that  additional  equipment 
installed?  A.  I  couldn’t  tell  you  that  offhand.  I  don’t 
think  it  was  all  installed  at  one  time. 

Q.  Over  what  period?  A.  It  would  be  between — it  prob¬ 
ably  began  in  about  1943  and  extended  on  through  to  1946. 
#••••••**• 

1723  Q.  Well,  now,  page  2  of  Exhibit  83  shows  a  total  of 
$696,575  as  amounts  invested  subsequent  to  Decem¬ 
ber  31,  1933.  Is  that  the  item  that  you  are  talking  about 

when  you  mention  this  $700,000  on  page  1562?  A. 

1724  Yes,  that  is  the  amount,  but  as  to  when  it  began  I 
couldn’t  tell  you  exactly. 

Q.  Can’t  you  tell  by  checking  with  some  of  your  associ¬ 
ates  as  to  when  the  major  part  of  it  began?  A.  Well,  pre¬ 
sumably  so,  but  we  would  have  the  reasonably  complete 
record  of  all  these  expenditures  in  the  office. 

Q.  I’m  only  interested  in  approximate  times.  A.  (After 
consulting  associates)  I’m  told  that  it  was  early  in  1940 
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when  we  began  the  preparation  for  the  defense  program 
we  had  to  get  a  lot  of  extensive  substation  moving-around, 
and  it  was  about  that  time  that  we  began  to  increase  this 
transit  company  conversion  facility  capacity. 

Q.  Well,  the  fact  is  that  comparing  1940  with  1950  the 
transit  load  in  terms  of  kwh  per  month  used  by  Capital 
Transit  Company  is  approximately  the  same.  Isn’t  that 
correct?  A.  Right  now  it’s  about  the  same  as  it  was  in  the 
summer  of  1941,  I  think  it  is.  In  other  words,  it’s  about 
the  same  now  as  it  was  just  before  the  supplemental  agree¬ 
ment  was  entered  into. 

Q.  And  it’s  about  the  same  as  it  was  just  before  you  put 
in  this  extra  equipment  that  you  referred  to  on  page  1561  ? 
Isn’t  that  correct?  A.  That’s  right. 

1738  By  Mr.  Myse.: 

Q.  Mr.  Main,  we  have  been  referring  to  Virginia  Electric 
Power  Company  throughout  this  case  and  throughout  your 
testimony.  That  company,  generally  speaking, 

1739  serves  in  Virginia,  does  it  not?  A.  Yes. 

Q.  And  it  also  more  specifically  serves  in  the  ter¬ 
ritory  adjacent  to  yours  in  Virginia?  Is  that  right?  A. 
Well,  I  wouldn’t  say  any  more  specifically.  It  covers  a  con¬ 
siderable  amount  of  territory  all  over  Virginia. 

Q.  But  it  does  specifically —  A.  It’s  our  contiguous  ter¬ 
ritory  that  it  serves. 

Q.  In  Arlington  County  and  Fairfax —  A.  That’s  right. 

Q.  Now,  the  service  it  renders,  of  course,  is  to  ordinary 
consumers  of  electricity?  Is  that  right?  A.  That’s  right. 

Q.  And  to  the  extent  that  you  transmit  energy  generated 
in  your  plants  to  Virginia  Electric  Power  Company  it  uses 
that  energy  together  with  what  other  sources  of  energy  it 
has  in  serving  those  customers,  does  it  not?  A.  I’m  not 
sure  of  that,  Mr.  Myse,  whether  or  not  they  use  all  that  we 
give  them  in  this  local  territory  or  whether  they  take  it 
and  send  some  of  it  farther  south. 
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Q.  Well,  wherever  they  use  it  they  use  it  for  serving  ulti¬ 
mate  consumers  ?  A.  Oh,  yes. 

•  ••••••••• 

1744  Dean  J.  Locke  was  called  as  a  witness  in  rebuttal 
and,  having  been  previously  sworn,  testified  as  fol¬ 
lows: 

Direct  examination 
By  Mr.  Myse : 


1745  Q.  Now,  Mr.  Locke,  have  you  examined  the  Pepco 
report  for  1949  and  other  data  published  by  Pepco 

and  made  some  comparative  figures  from  that  data?  A.  I 
have. 

Q.  Have  you  prepared  an  exhibit  showing  the  variations 
between  the  District  of  Columbia  and  Maryland  service 
characteristics  for  the  year  1949  based  on  that  data?  A.  I 
have. 

Mr.  Myse :  I  ask  that  the  Commission  mark  for  identi¬ 
fication  as  Exhibit  No.  86  the  document  just  described. 
Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  86  was  marked  for  identi¬ 
fication.) 

1746  By  Mr.  Myse : 

Q.  Mr.  Locke,  all  the  data  shown  on  Exhibit  No.  86  is 
taken  from  Pepco  reports  or  Pepco  Prospectus?  A.  Yes. 
Mr.  Myse :  We  have  no  further  questions. 

Chairman  Flanagan:  Any  questions  of  Mr.  Locke? 

Mr.  Harrison:  I  would  like  to  know  what  this  is  for. 
Maybe  counsel  could  explain  it. 

Mr.  Myse:  Well,  I  think  I  can  say  generally  it  is  in  re¬ 
buttal  to  the  testimony  of  Mr.  McElfresh  as  well  as  Mr. 
Main. 

Mr.  Reilly:  On  what?  I  think  we  are  entitled  to  know 
what  it  is. 
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Mr.  Myse:  Mr.  Main’s  Exhibit  84. 

Chairman  Flanagan:  This  is  offered  in  rebuttal  to  the 
information  contained  in  Exhibit  84? 

Mr.  Myse :  Commission  Exhibit  77  and  the  testimony  of 
Mr.  McElfresh  in  connection  therewith. 

Cross  examination 

By  Mr.  Harrison : 

Q.  Mr.  Locke,  what  did  you  say  is  the  source  of  this  in¬ 
formation?  A.  The  footnote  to  Exhibit  86  shows  the  source 
of  the  information  of  each  item  by  (A)  or  (B). 

Q.  Tell  me  what  the  Prospectus  May  1950  is.  Is 

1747  that  a  prospectus  in  connection  with  the  stock  sales? 
A.  Yes. 

Q.  And  the  (B)  Pepco  Report,  is  that  an  annual  report? 
A.  Annual  report  to  the  Federal  Power  Commission  for 
the  year  1949. 

Q.  Have  you  checked  back  against  the  Potomac  Electric 
Power  Company’s  records  to  check  the  correctness  of  this 
information  as  contained  in  the  books  of  the  company? 
A.  I  have  not.  I  have  taken  the  figures  from  the  report 
to  the  Federal  Power  Commission. 

Q.  Did  your  counsel  ask  you  to  prepare  such  a  statement? 
Mr.  Myse:  I  object  to  that.  That  is  a  privileged  matter. 

By  Mr.  Harrison : 

Q.  Did  you  prepare  this  on  your  own  initiative,  Mr. 
Locke  ?  A.  I  prepared  this  at  the  request  of  counsel. 

Q.  What  were  you  asked  to  prepare  and  the  purpose  for 
which  it  is  being  prepared? 

Mr.  Myse :  I  object  to  that  as  being  privileged.  That  is 
a  matter  between  counsel  and  client. 

Mr.  Harrison :  Unless  some  purpose  can  be  offered  for 
presenting  this,  it  doesn’t  have  much  value. 

1748  Mr.  Await:  Counsel  stated  the  purpose. 

Mr.  Harrison:  He  hasn’t  stated  so.  He  refused 
to  state  it. 
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Mr.  Await :  You  didn ’t  listen. 

Mr.  Harrison :  I  move  to  strike  the  exhibit  that  has  been 
offered.  I  move  to  strike  the  exhibit  and  the  testimony  in 
connection  therewith  as  having  no  relevance  whatever. 

Mr.  Myse:  We  think  on  its  face  it  has  a  good  deal  of 
relevance.  I  am  surprised  that  counsel  for  the  Commission 
wants  to  hide  information  of  this  character  from  the  Com¬ 
mission.  I  assume  that  counsel  would  like  to  have  all  the 
data  available  for  the  Commission’s  benefit. 

Mr.  Harrison:  If  there  is  any  information  here  that  is 
of  any  value  to  the  Commission,  I  would  be  very  glad  to 
have  it  and  be  glad  to  have  you  point  it  out. 

Commissioner  Spencer :  Mr.  Locke,  did  your  basic  data 
here  show  a  segregation  between  overhead  and  underground 
or  submarine  cable  in  any  of  these  items  ? 

The  Witness:  Yes.  In  the  terms  that  have  been  em¬ 
ployed — 

Commissioner  Spencer :  My  question  was  as  to  a  segre¬ 
gation  between  overhead  and  underground.  You  appar¬ 
ently  have  them  in  a  total  or  lump  figure.  Was  there  a  seg¬ 
regation  between  those  two  types  of  construction? 

The  Witness.:  There  was,  Mr.  Commissioner. 
1749  Commissioner  Spencer:  I  see.  Thank  you. 

Chairman  Flanagan :  About  how  long  did  it  take 
you  to  prepare  this  exhibit,  approximately? 

The  Witness :  Oh,  a  comparatively  short  time — a  matter 
of  an  hour  or  so,  I  would  say. 

Chairman  Flanagan:  It  didn’t  require  any  particular 
research  on  your  part? 

The  Witness:  No,  indeed.  All  the  data  was  readily 
available,  easily  computed. 

Chairman  Flanagan:  This  is  largely  statistical. 

The  Witness :  That  is  correct. 

Chairman  Flanagan:  Does  it  have  any  particular  sig¬ 
nificance  to  you  beyond  the  fact  that  it  does  contain  statis¬ 
tics? 
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The  Witness :  Yes,  indeed,  it  does.  It  shows  a  great  dis¬ 
similarity  in  many  respects  between  the  undertakings  in 
Maryland  and  in  the  District  of  Columbia. 

Chairman  Flanagan:  Merely  on  the  basis  of  statistics, 
however. 

The  Witness :  On  the  basis  of  the  fundamental  data  re¬ 
lating  to  the  company’s  operations  in  the  various  geograph¬ 
ical  areas. 

Chairman  Flanagan :  What  can  it  prove  besides  the  fact 
that  there  are  these  different  characteristics  of  service? 

The  Witness:  I  submit  that  that  is  a  matter  of 
1750  argument,  sir. 

Chairman  Flanagan:  And  you  don’t  advance  any 
particular  bases  upon  which  it  could  prove  anything  for 
the  purpose  of  this  record.  You  leave  that  to  argument 
between  counsel. 

The  Witness:  Yes,  sir. 


1751  By  Mr.  Harrison: 

Q.  Mr.  Locke,  the  507  square  miles  served  which  is  shown 
in  the  first  line  opposite  “A”  from  Maryland  is  the  entire 
square  mile  area  that  represents  the  area  served  and  to  be 
served  by  Pepco,  does  it  not?  A.  No,  that  is  the  area  within 
the  State  of  Maryland. 

Q.  I  thought  I  asked  you  that — in  the  State  of  Maryland. 
It  is  that  part  of  Maryland  which  the  company  now  serves 
and  expects  to  serve  in  its  service  area  in  Maryland,  is  that 
correct?  A.  Well,  it  is  the  area  which  the  company  says 
it  served  at  the  time  the  Prospectus  was  gotten  out,  May 
1950. 

Q.  Did  you  pursue  your  study  far  enough  to  find  out  how 
many  of  the  570  square  miles  are  now  served  at  all?  A.  I 
did  not,  because  I  took  the  face  value,  the  statement  of  the 
company. 

Q.  And  you  know,  do  you  not,  that  there  are  vast  areas 
in  the  State  of  Maryland  in  the  service  area  they  claim  that 
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are  not  now  served  by  electric  wires,  do  yon  not?  A.  I  do 
not  know  that. 

Q.  How  do  you  get  the  figure  of  118  opposite  the  custom¬ 
ers  per  square  mile?  How  did  you  get  that  figure  ?  A.  As 
shown  by  the  formula  under  the  column  headed  “Source” 
it  is  the  number  of  average  customers  in  Item  B, 

1752  67,286,  divided  by  Item  A,  square  miles  served  in 
Maryland,  570. 

Q.  So  you  have  taken  the  whole  service  area  of  Mary¬ 
land  claimed  by  Pepco  and  divided  that  into  the  average 
number  of  customers  in  the  State  of  Maryland.  A.  That  is 
right. 

Q.  Now,  the  number  of  feet  of  Pole  Line,  Conduit,  152 
feet — do  you  know  where  that  conduit  is?  A.  No,  I  have 
no  knowledge,  except  that  according  to  the  company’s  state¬ 
ment  it  is  in  Maryland. 

Q.  How  many  feet  in  one  square  of  a  square  mile,  Mr. 
Locke  ?  A.  I  have  no  knowledge. 

Q.  Well,  do  you  know  how  many  feet  are  in  one  side  of  a 
square  mile?  A.  I  could  multiply  it  out.  It  is  the  square  of 
5280. 

Q.  Well,  how  far  would  152  feet  go  towards  that  one 
square?  A.  This  is  152  feet  of  Pole  Line  or  Conduit  or 
Submarine  Cable  per  customer,  not  per  square  mile. 

Q.  Aren’t  there  vast  areas  of  the  570  square  miles  in 
which  there  are  no  customers?  A.  I  don’t  know. 

Q.  Have  you  ever  been  over  this  Pepco  service 

1753  area  of  Maryland?  A.  I  think  I  have  covered  Mary¬ 
land  pretty  thoroughly,  yes,  sir,  at  one  time  or 

another. 

Q.  Since  this  matter  has  come  up  or  in  your  activity?  A. 
From  the  fact  that  I  have  lived  in  Maryland  for  many  years. 

Q.  Well,  that  being  true,  Mr.  Locke,  you  know,  do  you 
not,  that  there  are  many  square  miles  in  the  area  of  Mary¬ 
land  that  are  not  served  by  Pepco ’s  lines.  A.  Oh,  yes. 

Q.  All  right.  A.  But  they  are  generally  outside  the  area 
which  I  understand  Pepco  says  it  serves. 
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Q.  When  I  speak  about  the  Maryland  area,  Mr.  Locke,  in 
all  these  questions,  I  am  speaking  about  the  Pepco  service 
area.  A.  I  didn’t  so  understand. 

Q.  Now,  take  the  Pepco  area  of  570  square  miles.  Do 
you  not  know  from  your  travelling  through  the  area  that 
there  are  many  square  miles  in  that  area  that  are  not 
served  by  Pepco ’s  lines?  A.  I  can’t  state  that  of  my  knowl¬ 
edge. 

Q.  You  don’t  know.  Well,  now,  do  you  know  where  the 
underground  area  is  in  the  Maryland  area  served  by 
1754  Pepco?  A.  No. 

Q.  Do  you  know  whether  Pepco  has  any  under¬ 
ground  conduits  in  the  State  of  Maryland  in  the  area 
served  by  it?  A.  Yes,  I  have  observed  some. 

Q.  Where?  A.  On  Wisconsin  Avenue,  for  example,  at 
some  of  the  circles  where  the  high  tension  goes  underground 
in  order  to  preserve  the  scenic  beauty  and  so  on. 

Q.  Is  that  for  serving  the  substations  out  in  Maryland? 
A.  I  wouldn’t  know. 

Q.  You  don’t  know  what  the  purpose  is.  Now,  how  much 
submarine  cable  does  Pepco  have  serving  its  customers  in 
Maryland  ?  A.  I  do  not  know. 

Q.  Do  you  know  if  it  has  any?  A.  No,  sir,  I  do  not.  I 
think  the  record,  though,  of  the  report  to  the  Commission 
might  show  that — to  the  Federal  Power  Commission. 

Q.  Now,  Mr.  Locke,  what  conclusion  do  you  draw  from 
Exhibit  86?  A.  I  don’t  attempt  to  draw  any  conclusions, 
Mr.  Harrison. 

Robert  E.  Harvey 

1756  was  called  at  a  witness  in  rebuttal  and,  having  been 
previously  sworn,  was  examined  and  testified  as 

follows : 

Direct  examination 
By  Mr.  Sparks: 

•  ••••••••• 

Q.  Have  you  made  a  test  of  the  revenues  estimated 

1757  by  Pepco  to  be  realized  during  the  calendar  year  1951 
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from  sales  of  electric  energy  at  present  schedule  rates? 
A.  I  have. 

Q.  Have  you  al£o  examined  Mr.  McElfresh’s  Exhibit  No. 
46  entitled  “Estimated  Net  Income  and  Return  Earned, 
Year  1951”  and  his  supporting  work  sheets  which  show  that 
he  made  no  adjustment  of  Pepco ’s  estimated  revenues  under 
present  rate  schedules  of  $38,830,500  for  the  calendar  year 
1951?  A.  I  have. 

Q.  Was  Mr.  McElfresh  correct  in  accepting  the  estimated 
revenues  of  $38,830,500  from  sales  of  electric  energy  at 
present  rates  for  the  calendar  year  1951  as  forecast  by 
Pepco?  A.  No.  It  is  my  opinion  that  Pepco  under-esti¬ 
mated  its  revenues  from  sales  of  electric  energy  by  at  least 
$1,065,507.  I  believe  that  Exhibit  No.  46,  Schedule  1  should 
have  included  an  adjustment  of  approximately  this  amount 
in  Item  2  “Sales  of  Electric  Energy.”  By  this  I  mean  that 
the  figure  of  $38,830,500  shown  as  revenues  from  sales  of 
electric  energy  in  Item  2  of  Exhibit  No.  46  should  have  been 
increased  by  at  least  $1,065,507  to  a  total  of  $39,896,007. 

Q.  What  would  be  the  effect  of  this  adjustment  on  the 
amount  of  $2,218,943  which  Mr.  McElfresh  testified 
1758  to  on  page  902  of  the  record  as  the  amount  of  increase 
in  operating  revenues  needed  to  increase  net  oper¬ 
ating  income  to  the  equivalent  of  a  5*4  percent  return  on 
rate  base?  A.  The  effect  of  this  adjustment  would  be  to 
reduce  the  amount  of  additional  operating  revenues  of 
$2,218,943,  which  Mr.  McElfresh  stated  would  be  needed, 
by  the  amount  of  $1,065,507.  This  adjustment  would  mean 
that  an  increase  of  not  more  than  $1,153,436  would  be  needed 
to  raise  operating  revenues  to  an  amount  equivalent  to  a 
0V2  percent  return  on  rate  base  instead  of  $2,218,943. 

Q.  Have  you  prepared  an  exhibit  consisting  of  four  pages 
entitled  on  the  first  page  “Deficiency  in  Pepco ’s  Estimate 
of  Revenue  from  Sales  of  Electric  Energy  for  the  Calendar 
Year  1951”  which  shows  the  computation  of  this 
adjustment?  A.  I  have. 

Q.  I  hand  you  a  document  consisting  of  four  sheets  bear¬ 
ing  the  title  on  the  first  sheet  which  I  have  just  mentioned 
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and  ask  you  if  that  is  the  document  to  which  you  have 
referred.  A.  It  is. 

Mr.  Sparks :  May  this  document  be  marked  Exhibit  87  ? 

Chairman  Flanagan :  It  may  be  so  marked. 

1759  (Capital  Transit  Exhibit  No.  87  was  marked  for 
identification.) 

By  Mr.  Sparks  : 

Q.  Will  you  please  explain  this  Exhibit  87.  A.  Yes.  This 
exhibit  shows  how  the  additional  revenue  of  $1,065,507  was 
computed.  Item  1  on  page  1  of  the  exhibit,  the  amount  of 
$39,896,007,  is  the  amount  of  the  adjusted  forecast  of  oper¬ 
ating  revenues  from  sales  of  electrical  energy  for  the 
calendar  year  1951.  This  amount  was  computed  by  multi¬ 
plying  the  identical  kilowatt  hours  estimated  by  Pepco  for 
each  major  class  of  service  for  the  year  1951  by  the  average 
revenue  rate  per  kilowatt  hour  from  sales  of  electrical 
energy  during  the  year  1950  and  then  reducing  the  resulting 
revenues  from  commercial  sales  by  the  estimated  amount  of 
decrease  from  the  application  of  the  fuel  clause  in  these 
schedules.  The  amount  of  $38,830,500,  which  is  Item  2,  is 
the  identical  amount  which  has  been  estimated  by  Pepco 
for  the  year  1951  and  is  the  same  as  shown  on  Exhibit  46, 
Schedule  1,  by  Mr.  McElfresh.  This  amount  was  deducted 
from  the  adjusted  forecast  of  $39,896,007  to  obtain  the 
additional  estimated  revenues  of  $1,065,507. 

On  page  4  of  the  exhibit  are  listed  the  revenues  from 
sales  of  electric  energy  and  the  kilowatt  hour  sales  for  the 
year  1950  by  the  major  classes  of  service  and  by  total 

1760  sales.  By  dividing  the  revenues  by  the  kilowatt  hours, 
the  average  revenue  rates  per  kilowatt  hour  are 

obtained,  as  show  in  the  last  column.  This  schedule  is 
prepared  on  the  same  basis  as  Mr.  McElfresh ’s  Exhibit  No. 
45  entitled  “Estimated  Net  Income  and  Income  Earned, 
Year  1950,”  that  is,  the  amounts  included  therein  for  the 
first  eight  months  of  the  year  1950  represent  the  actual 
amounts  as  reported  by  Pepco  to  the  Public  Utilities  Com¬ 
mission  of  the  District  of  Columbia.  The  last  four  months 
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represents  Pepco ’s  own  estimate  of  both  revenues  and  kilo¬ 
watt  hour  sales  as  shown  by  the  work  sheet  entitled  “Fore¬ 
cast  of  Customers,  Kilowatt  Hours  and  Revenues”  fur¬ 
nished  by  Pepco  as  the  basis  for  the  revenue  shown  on 
Exhibit  12,  except  for  $500  of  total  revenues  which  is  the 
correction  of  an  arithmetical  error  in  addition  in  Pepco ’s 
estimate  of  the  total  revenues  for  the  month  of  Septem¬ 
ber  1950. 

If  you  will  compare  the  total  revenues  of  $36,681,747 
shown  on  page  4  of  this  exhibit  with  Exhibit  No.  45,  you  will 
note  that  this  amount  will  agree  with  the  amount  of 
$36,682,247  shows  as  Item  2  on  Schedule  1  of  Mr.  McElfresh’s 
Exhibit  No.  45  after  Pepco ’s  $500  error  in  addition  for 
the  month  of  September  1950  is  deducted. 

Now,  if  you  will  turn  to  page  3,  you  will  see  on  page  3 
the  revenues  from  sales  of  electric  energy  and  the  kilowatt 
hour  sales  for  the  calendar  year  1951  entirely  as 
1761  estimated  by  Pepco.  Please  note  that  the  total  rev¬ 
enue  of  $38,830,500  is  the  amount  shown  as  Item  2 
on  page  1  of  this  exhibit.  Also,  this  amount  is  exactly  the 
same  as  Item  2  of  Mr.  McElfresh’s  Exhibit  No.  46,  Schedule 
1.  By  dividing  the  revenues  for  each  major  class  of  service 
and  for  total  sales  by  the  kilowatt  hours,  the  average  rev¬ 
enue  rates  per  kilowatt  hour  for  the  year  1951  are  obtained, 
on  the  basis  of  Pepco ’s  estimated  amounts. 

By  comparing  the  average  revenue  rates  per  kilowatt 
hour  on  page  3  with  those  shown  on  page  4,  you  will  observe 
that  on  the  basis  of  Pepco ’s  estimate  for  1951,  the  average 
revenue  rate  per  kilowatt  hour  for  total  sales  would  decline 
from  the  amount  of  1.66406  cents  in  1950  to  the  amount  of 
1.61841  cents  in  1951,  a  difference  of  .4565  mills. 

Now,  this  difference  in  excess  of  .4  of  a  mill  in  average 
revenue  rate  for  total  sales  appears  at  first  glance  to  be 
rather  small.  However,  this  difference  must  be  considered 
in  relation  to  the  number  of  kilowatt  hours  estimated  by 
the  Potomac  Electric  Power  Company  for  the  year  1951, 
which  is  2,399,304,000  kilowatt  hours.  Because  of  this  tre¬ 
mendous  volume  of  kilowatt  hour  sales,  an  underestimate  of 
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only  one-tenth  of  a  mill  in  converting  estimated  kilowatt 
hours  into  revenues  would  amount  to  $239,930,  or  nearly  a 
quarter-of-a-million  dollars  annually. 

On  page  2  of  the  exhibit  I  have  computed  the  ad- 

1762  justed  forecast  of  revenue  from  the  sales  of  electric 
energy  for  the  year  1951.  The  first  column  represents 

the  kilowatt  hour  sales  for  the  year  1951  exactly  as  estimated 
by  Potomac  Electric  Power  Company.  Please  notice  that 
these  amounts  agree  with  the  amounts  shown  in  kilowatt 
hour  sales  column  on  page  3  of  this  exhibit.  The  revenue 
rates  per  kilowatt  hour  for  each  major  class  of  service  are 
those  shown  for  the  year  1950  as  computed  on  page  4  of  this 
exhibit.  I  wish  to  emphasize  again  that  these  are  based  on 
actual  figures  for  eight  months  of  the  year  and  Pepco’s  own 
estimates  of  both  revenues  and  kilowatt  hours  for  the 
remaining  four  months  of  the  year,  which  is  the  basis  used 
in  Mr.  McElfresh’s  Exhibit  No.  45. 

By  multiplying  Potomac  Electric  Power  Company’s  esti¬ 
mate  of  kilowatt  hour  sales  by  the  average  revenue  rate  per 
kilowatt  hour  for  each  major  class  of  service  for  1950,  the 
estimated  revenues  for  1951  at  present  rates  are  forecast. 
The  revenues  computed  in  this  manner  for  commercial  and 
industrial  sales  have  been  reduced  by  $242,173,  representing 
the  estimated  decrease  in  revenues  resulting  from  applica¬ 
tion  of  the  fuel  clause  in  these  schedules.  Thus,  the  total 
revenues  forecast  for  the  year  1951  are  $39,896,007.  This 
is  the  amount  carried  forward  as  the  adjusted  forecast  of 
revenue  from  sales  of  electric  energy  which  is  shown  as 
Item  1  on  page  1  of  this  exhibit. 

1763  By  deducting  Pepco’s  estimate  of  $38,830,500  from 
the  adjusted  revenue  forecast  of  $39,896,007,  as 

shown  on  page  1  of  the  exhibit,  it  will  be  seen  that  Potomac 
Electric  Power  Company  has  underestimated  its  revenues 
from  sales  of  electric  energy  by  at  least  $1,065,507  for  the 
calendar  year  1951. 

It  is  for  these  reasons,  therefore,  that  I  say  Mr. 
McElfresh’s  Exhibit  No.  46  should  have  included  additional 
operating  revenues  of  at  least  $1,065,507.  If  this  adjust- 
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ment  is  made  in  Item  2  of  the  column  captioned  “Adjusted 
Forecast”  on  Exhibit  No.  46,  net  operating  income,  Item  14 
of  the  exhibit,  would  be  increased  by  $566,983  for  a  total  of 
$7,418,579  instead  of  $6,851,596  as  shown  on  Exhibit  No.  46. 
Accordingly,  the  increase  of  $2,218,943  in  operating  rev¬ 
enues  which  Mr.  McElfresh  stated  on  page  902  of  the  record 
would  be  needed  in  order  to  provide  net  operating  income 
equivalent  to  a  o1/*  percent  return  on  rate  base  should  be 
reduced  to  $1,153,436  if  it  is  assumed  that  all  other  factors 
in  the  computation  are  accurate. 

Q.  Mr.  Harvey,  have  you  any  other  reason  to  believe  that 
the  amount  of  $2,218,943  which  Mr.  McElfresh  alleges  is 
required  to  increase  Pepco’s  operating  revenues  to  an 
amount  equivalent  to  o1/*  percent  of  the  rate  base  is  too 
high?  A.  Yes.  On  Schedule  3  of  Exhibit  46  Mr. 
1764  McElfresh  presented  an  estimated  rate  base  of 
$146,042,747.  It  will  be  observed  that  this  rate  base 
is  less  than  the  rate  base  of  $146,926,000  as  of  December  31, 
1951  shown  by  Potomac  Electric  Power  Company’s  Exhibit 
No.  6,  page  2.  Most  of  this  decrease  from  Pepco’s  rate  base 
figure  results  from  the  substitution  by  Mr.  McElfresh  of 
actual  figures  for  the  month  of  July  and  August  in  place  of 
estimated  figures  used  by  Pepco.  In  turn,  the  majority  of 
this  decrease  in  July  and  August  is  due  to  the  fact  that  in 
computing  the  rate  base,  Mr.  Dunn  made  use  of  estimated 
net  additions  to  electric  plant  furnished  by  Mr.  Ferry  which 
serve  as  the  basis  for  Mr.  Ferry’s  Exhibit  No.  2. 

The  estimated  net  additions  to  electric  plant  made  by  Mr. 
Ferry  have  proved  to  be  completev  unreliable  in  relation  to 
actual  net  additions  which  have  occurred  in  the  two  months 
which  have  been  reported  since  the  hearing  in  this  case 
started.  For  example,  Mr.  Ferry  estimated,  and  Mr.  Dunn 
used  in  the  rate  base  computation,  net  additions  to  electric 
plant  of  $1,403,000  for  the  month  of  August,  but  the  actual 
net  additions  reported  by  Pepco  in  its  report  to  the  Public 
Utilities  Commission  shows  that  these  additions  actually 
were  only  $833,712  or  $569,288  less  than  estimated.  This  is 
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an  overestimate  of  68.3  percent  in  excess  of  actual 
additions. 

For  the  month  of  September,  Mr.  Ferry  estimated, 

1765  and  Mr.  Dunn  used  in  the  rate  base  computations,  net 
additions  to  electric  plant  of  $1,009,000,  but  the  actual 

net  additions  in  this  month  were  only  $517,978,  or  $491,022 
less  than  estimated.  This  represents  an  error  in  over-esti¬ 
mating  of  94.8  percent. 

Now,  it  is  true  that  Mr.  McElfresh  has  adjusted  the  rate 
base  for  the  overestimates  in  July  and  August,  but  since 
the  date  he  testified  on  direct  examination,  the  Pepco  report 
for  September  has  become  available,  and  this  shows  an  addi¬ 
tional  decrease  in  rate  base  of  $263,205  which  Mr.  McElfresh 
did  not  take  into  account  in  the  computations  shown  on 
Exhibit  46,  Schedule  3. 

I  wish  to  emphasize  at  this  point  that  the  adjustments  in 
the  rate  base  made  by  Ml*.  McElfresh  for  July  and  August 
1950  and  the  above  additional  adjustment  of  $263,205  for 
September  which  totaled  to  nearly  $1,150,000  for  these  three 
months  are  known  reductions  for  the  months  of  July,  Au¬ 
gust  and  September  only  based  on  actual  amounts  for  these 
three  months,  and  they  give  no  effect  to  the  trend  indicated 
for  the  future. 

In  my  opinion,  the  extremely  wide  variation  between  net 
additions  to  electric  plant  as  estimated  by  Mr.  Ferry  for 
the  months  of  August  and  September  as  compared  to  actual 
net  additions,  justifies  an  even  further  reduction  in  rate  base 
as  computed  by  Mr.  McElfresh  on  Schedule  3  of  Ex- 

1766  hibit  46.  This  rate  base  should  be  further  reduced 
because  it  is  evident  by  such  comparisons  that  Mr. 

Ferry  has  grossly  over-estimated  net  additions  to  electric 
plant,  not  only  for  the  particular  months  for  which  com¬ 
parisons  are  actually  available  at  this  time,  but  also  for  the 
future  months  which  have  been  estimated.  Indeed,  this  is 
particularly  true  when  it  is  realized  that  these  estimates 
were  prepared  as  late  as  July  20,  1950,  only  one  month  and 
eleven  days  prior  to  the  end  of  August  and  only  two  months 
and  ten  days  prior  to  the  end  of  September  1950. 
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If  the  amounts  for  periods  this  close  to  the  date  when 
the  estimate  is  prepared  are  over-estimated  by  68.3  percent 
and  94.8  percent  respectively,  it  is  entirely  reasonable,  in 
my  opinion,  to  reduce  Mr.  Ferry’s  estimated  additions  to 
electric  plant  for  October,  November  and  December  1950 
and  for  the  months  of  1951  by  50  percent  to  adjust  to  the 
trend  indicated  by  actual  net  additions  to  electric  plant. 

Q.  What  would  be  the  effect  of  such  a  reduction  on  the 
net  operating  income  and  operating  revenues  of  Pepco  for 
1951,  assuming  a  rate  of  return  of  52/2  percent  on  rate  base? 
A.  I  have  had  the  weighted  rate  base  of  December  31,  1951 
recomputed  giving  effect  to  the  above  adjustments  with  the 
result  that  the  adjusted  weighted  rate  base  at  that  date  is 
$141,505,807  instead  of  $146,042,747  as  shown  by  Schedule  3 
of  Exhibit  46.  The  return  at  the  rate  of  5M>  percent 
1767  on  such  adjusted  rate  base  is  $7,782,819,  which  is  the 
amount  of  adjusted  net  operating  income  equivalent 
to  5%  percent  on  rate  base  instead  of  the  amount  of 
$8,032,351  testified  to  by  Mr.  McElfresh  on  page  902  of  the 
record.  This  amounts  to  a  reduction  in  net  operating  in¬ 
come  of  $249,532.  By  applying  the  tax  factor  used  by  Mr. 
McElfresh  of  53.2125  percent,  this  means  that  $468,935  less 
additional  operating  revenue  would  be  required  to  produce 
net  operating  income  equivalent  to  a  5M>  percent  return  on 
rate  base  than  that  testified  to  by  Mr.  McElfresh. 

Q.  Are  there  any  other  effects  that  the  comparison  be¬ 
tween  estimated  and  actual  plant  additions  indicates  to  you? 
A.  Yes.  A  substantial  difference  between  all  additions  to 
electric  plant  as  compared  to  those  estimated  by  Mr.  Ferry 
which  were  used  by  Mr.  Dunn  in  his  financing  requirements 
estimates  indicates  to  me  that  Potomac  Electric  Power 
Company  will  not  require  the  total  amount  of  new  financing 
estimated  by  Mr.  Dunn,  nor  will  Pepco  require  the  funds 
needed  as  soon  as  Mr.  Dunn  has  indicated  in  his  exhibits  to 
the  extent  that  they  are  based  on  Mr.  Ferry’s  estimates, 
and  I  understand  they  are  based  on  Mr.  Ferry’s  estimates 
so  far  as  plant  additions  are  concerned.  Smaller  amounts 
of  actual  plant  additions  than  estimated  would  result  in  less 
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depreciation  expense  and  larger  net  operating  income 
1768  than  the  amounts  I  have  indicated. 

•  •••••*••• 

Q.  Do  you  know  of  any  other  cushion  which  Pepco 

1773  has  in  earnings  during  1951  not  reflected  in  any  of 
the  exhibits  presented  in  this  case  to  date?  A.  Yes. 

Pepco ’s  annual  reports  to  stockholders  state,  in  a  footnote 
to  the  financial  statements,  that  it  is  the  practice  of  the  com¬ 
pany  to  record  in  its  accounts  revenues  from  sales  of  electric 
energy  only  as  bills  are  rendered  to  customers.  Expenses, 
on  the  other  hand,  are  recorded  on  an  accrual  basis. 

As  shown  on  page  23  of  its  Annual  Report  to  Stock¬ 
holders  for  1949,  the  company  estimated  unbilled  revenue 
not  taken  into  account  at  the  end  of  1949  of  $2,200,000,  at 
the  end  of  1948  of  $2,100,000,  and  at  the  end  of  1947  of 
$1,650,000.  Now,  in  the  case  of  an  electric  utility  with  a 
constant  and  substantial  annual  expansion  in  sales  of  elec¬ 
tric  energy  as  in  the  case  of  Pepco,  there  will  be  an  increase 
in  its  unbilled  revenues  at  the  end  of  1950  over  the  amount 
of  $2,200,000  which  was  unbilled  at  the  end  of  1949.  On  the 
basis  of  the  amounts  of  unbilled  revenues  estimated  by  the 
company  in  past  years,  it  is  reasonable  to  assume  that  these 
unbilled  revenues  will  increase  by  approximately  $100,000 
at  the  end  of  1950  over  1949.  This  increase  of  $100,000  will 
be  reflected  in  the  accounts  as  revenues  during  the  year  1951 
and  represents,  in  my  opinion,  an  additional  cushion 

1774  for  Pepco  over  and  above  the  amount  shown  in  any 
of  the  exhibits  presented  in  this  case  to  date. 

Q.  Mr.  Harvey,  were  you  present  on  October  24,  1950 
and  did  you  hear  Mr.  McElfresh  testify  on  page  917  of  the 
record  as  follows :  “Asa  general  proposition,  it  is  my  view 
that  inequities  between  customer  classes  should  be  elim¬ 
inated  to  the  extent  possible  when  rate  reductions  are  in 
order  by  assigning  little  or  none  of  the  over-all  reductions 
to  the  class  of  service  estimated  to  be  furnished  at  less  than 
cost,  rather  than  to  eliminate  inequities  of  this  character  by 
disproportionately  greater  increases  when  an  increase  in 
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rates  is  necessary.  I  think  this  approach  is  consistent  with 
the  past  policy  of  this  Commission  as  evidenced  by  the  fact 
that  since  1933  no  portion  of  the  substantial  and,  until  1948, 
almost  annual  rate  reductions  were  assigned  to  street  rail¬ 
way  service.”  A.  Yes. 

Q.  Have  you  any  comment  to  make  regarding  this  testi¬ 
mony?  A.  I  do.  In  the  first  place,  it  should  be  brought  to 
the  attention  and  emphasized  that  the  rate  which  is  estab¬ 
lished  for  electric  energy  in  the  power  contract  between 
Capital  Transit  Company  and  Potomac  Electric  Power 
Company  was  approved  by  this  Commission  on  Sep- 

1775  tember  30,  1933,  after  a  cost-of-service  study  was 
introduced  by  their  Chief  Accountant  and  Auditor 

and  considered  by  the  Commission.  I,  therefore,  believe 
that  the  rate  which  was  established  for  such  power  charges 
was  equitable  at  its  inception. 

Secondly,  while  it  is  true,  as  Mr.  McElfresh  states,  that 
Capital  Transit  Company  was  excluded  from  receiving  any 
portion  of  the  benefits  of  the  substantial  and  almost  annual 
rate  reductions  granted  to  other  classes  of  service  during 
the  period  from  1933  until  1948,  it  is  also  true  that  Capital 
Transit  Company  actually  received  increases  in  its  average 
cost  per  kilowatt  hour  paid  to  Potomac  Electric  Power 
Company  for  electric  power  in  every  year  subsequent  to 
1933  in  excess  of  the  amount  of  the  original  rate  per  kilowatt 
hour  which  was  established  in  1933  by  this  Commission, 
while  the  Commission,  in  almost  all  of  these  years,  decreased 
the  rates  to  other  classes  of  customers. 

It  is  also  significant  that  Capital  Transit  Company  actu¬ 
ally  experienced  an  increase  in  its  cost  per  kilowatt  hour 
in  1948,  the  one  year  in  this  period  since  1933  when  other 
customers  experienced  rate  increases.  These  facts  were 
illustrated  previously  by  my  Exhibit  65.  Accordingly,  since 
a  fair  and  equitable  rate  was  established  for  Capital  Transit 
Company  to  start  with  in  1933,  and  since  Capital  Transit 
Company  experienced  increases  in  subsequent  years 

1776  while  other  classes  of  consumers  received  decreases 
and  in  addition  experienced  an  increase  in  1948,  the 
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single  year  when  other  rates  were  increased,  it  is  my  opinion 
that  any  inequity  -which  may  exist,  as  Mr.  McElfresh 
alleges,  actually  results  in  the  Capital  Transit  Company 
being  over-charged  for  its  electric  power  and  such  costs  of 
power  to  Capital  Transit  Company  should  therefore  be 
reduced. 

Q.  Have  you  prepared  an  exhibit  showing  the  excess 
amount  of  money  paid  by  Capital  Transit  Company  to 
Pepco  during  the  period  from  December  1,  1933  to  June  30, 
1950  as  a  result  of  the  action  of  this  Commission  in  excluding 
Capital  Transit  Company  from  the  benefits  of  such  rate 
reductions  in  this  period,  this  exhibit  being  entitled  “Excess 
Amount  Paid  by  Capital  Transit  Company  for  Electrical 
Energy  at  Actual  Rates  as  Compared  to  Rates  that  Would 
Have  Been  in  Effect  if  Capital  Transit  Company  had  Re¬ 
ceived  same  Percentage  of  Rate  Reductions  as  Average  of 
All  Pepco  Customers”?  A.  Yes. 

Mr.  Sparks :  May  this  be  marked  Exhibit  89  ? 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  89  was  marked  for  identifi¬ 
cation.) 

By  Mr.  Sparks : 

Q.  Will  you  please  explain  this  exhibit.  A.  Yes. 
1777  This  exhibit  has  been  prepared  to  show  the  excess 
amount  of  money  actually  paid  by  Capital  Transit 
Company  to  Potomac  Electric  Power  Company  for  electrical 
energy  as  a  result  of  the  action  of  the  Commission  in  exclud¬ 
ing  Capital  Transit  Company  from  the  benefits  of  rate 
reductions  granted  to  other  customers  in  the  period  from 
December  1933  through  June  1950.  The  exhibit  presents  for 
each  period  shown  the  amount  actually  paid  to  Pepco  for 
electrical  energy  and  the  amount  that  would  have  been  paid 
to  Pepco  if  Capital  Transit  Company  had  received  the 
benefit  of  the  same  percentage  of  rate  reduction  as  the 
average  granted  to  all  customers  of  Potomac  Electric  Power 
Company  in  this  period.  The  excess  of  the  amount  actually 
paid  for  each  period  over  the  amount  that  would  have  been 
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paid  is  shown  in  the  last  column.  The  amount  shown  in 
Column  2  is  computed  by  assuming  that  the  average  rate  per 
kilowatt  hour  paid  by  Capital  Transit  Company  for  elec¬ 
trical  energy  was  reduced  during  each  period  at  the  same 
percentage  rates  that  the  average  rate  to  all  customers  of 
Pepco  was  reduced,  as  shown  on  Exhibit  65. 

It  will  be  noted  from  this  computation  that  Capital  Tran¬ 
sit  Company  paid  an  excess  amount  of  $7,860,444  during  the 
period  from  December  1933  through  June  1950  because  it 
was  excluded  from  receiving  any  of  the  benefits  of  the  rate 
reductions  granted  to  other  customers  in  this  period. 

1778  It  should  be  noted  that  in  the  period  from  1934  to 
1942  alone  this  Commission  found,  in  page  8  of  its 

Order  No.  2796,  that  Potomac  Electric  Power  Company 
made  excess  earnings  over  the  amount  of  the  basic  rate  of 
the  sliding  scale  plan  in  the  total  amount  of  $6,536,407,  a 
portion  of  which  benefited  customers  other  than  Capital 
Transit  Company  in  the  form  of  subsequent  rate  reductions. 
It  is  particularly  worth  noting,  in  this  connection,  that  dur¬ 
ing  the  period  from  1934  to  1947  the  aggregate  rate  reduc¬ 
tions  on  a  cumulative  basis  to  customers  other  than  Capital 
Transit  Company  amounted  to  $37,965,228  without  giving 
consideration  to  the  additional  savings  resulting  from 
increased  consumption  in  each  of  these  fourteen  years. 
Remember  that  in  this  same  period  Capital  Transit  Com¬ 
pany  paid  a  higher  average  cost  per  kilowatt  hour  in  each 
year  than  it  did  in  1933  while  other  customers  received  rate 
reductions,  as  Mr.  McElfresh  has  testified,  almost  every 
year. 

It  is  readily  apparent,  therefore,  that  without  the  in¬ 
creases  in  cost  per  kilowatt  hour  charged  to  Capital  Transit 
Company  in  this  period  when  other  customers  received  rate 
reductions,  such  excess  earnings  of  Potomac  Electric  Power 
Company  would  have  been  substantially  reduced  and  that 
the  benefits  to  customers  other  than  Capital  Transit  Com¬ 
pany  as  a  result  of  such  excess  earnings  which  were  reflected 
in  subsequent  rate  reductions  would  not  have  realized 

1779  to  the  extent  that  actually  occurred. 
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Mr.  Sparks:  Mr.  Harvey  is  offered  for  cross-examina¬ 
tion. 

Chairman  Flanagan :  Just  one  matter  with  regard  to  this 
last  exhibit,  Mr.  Harvey.  If  Capital  Transit  had  received 
each  year  as  a  rate  reduction  the  amount  which  you  show  as 
the  excess  amount  paid,  it  would  have  meant  that  this  Com¬ 
mission’s  aggregate  reductions  ordered  to  be  put  into  effect 
by  Pepco  would  have  been  increased  by  that  amount 
annually,  would  it  not? 

The  Witness :  Your  reductions  would  have  been  increased. 
Actually,  it  would  have  been  increased  by  even  more,  Mr. 
Chairman,  because  this  assumes  the  reduction  at  the  per¬ 
centage  as  shown  in  my  Exhibit  65.  If  those  decreases  had 
occurred  at  the  time  that  they  actually  occurred  for  other 
customers,  the  amount  of  decrease  would  have  been  an  even 
larger  percentage  of  decrease  than  shown  in  my  Exhibit  65. 

Chairman  Flanagan :  Over  the  years. 

The  Witness :  Yes,  sir. 

Chairman  Flanagan:  Let’s  take  the  years  1934  to  1949 
inclusive.  During  most  of  those  years  this  Commission 
ordered  into  effect  certain  rate  reductions.  Now,  you  claim 
Capital  Transit  Company  should  have  received  reductions 
in  rates  on  a  percentage  basis  equivalent  to  that  employed 
in  other  reductions. 

The  Witness:  This  illustrates  what  the  reduction  would 
have  been  if  the  benefit  of  that  had  been  granted  to 
1780  Capital  Transit  Company. 

Chairman  Flanagan:  If  Capital  Transit  Company 
had  been  granted  those  reductions,  then  the  over-all  reduc¬ 
tion  ordered  into  effect  by  this  Commission  in  each  of  those 
years  would  have  been  correspondingly  greater. 

The  Witness:  That  is  right.  And  Pepco ’s  excess  earn¬ 
ings  correspondingly  smaller. 

Chairman  Flanagan :  Yes.  So  that  to  give  weight  to  this, 
we  will  have  to  assume  that  the  Commission  in  each  of  those 
years  was  incorrect  in  the  amount  of  rate  reduction  which 
it  ordered  into  effect. 
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The  Witness:  It  is  not  a  question  of  incorrectness.  I 
think  it  is  a  question  of  what  actually  occurred,  what  the 
Commission  actually  did  as  compared  with  what  would  have 
happened  if  this  had  occurred. 

Chairman  Flanagan :  What  is  the  conclusion  you  wish  us 
to  draw? 

The  Witness :  This  does  not  attempt  to  say  that  the  Com¬ 
mission  was  incorrect  in  granting  a  smaller  rate  reduction 
than  would  have  been  granted,  although  it  is  true  that  in 
each  of  these  succeeding  years  Pepco  did  experience  excess 
earnings  which  resulted  in  rate  reductions  in  the  succeeding 
year  up  through  1940. 

Chairman  Flanagan  :  That  was  all  governed  by  an 
arrangement  which  was  in  effect  between  the  corn- 
1781  pany  and  the  Commission. 

The  Witness:  That  is  right. 

Chairman  Flanagan :  Do  you  contend  that  anything 
incorrect  was  done  by  this  Commission  in  the  rate  reduction 
as  actually  ordered  into  effect  in  any  of  these  previous 
years? 

The  Witness:  It  is  a  matter  of  judgement.  I  don’t  think 
you  could  say  incorrectness  entered  into  it.  The  Commis¬ 
sion  had  the  judgment  in  the  case  and  the  Commission’s 
judgment  was  to  exclude  Capital  Transit  Company,  but  if 
the  Commission  had  decided  to  include  Capital  Transit 
Company,  this  would  have  occurred. 

Chairman  Flanagan:  And  the  over-all  rate  reductions 
each  year  would  have  been  increased. 

The  Witness:  Yes. 

Chairman  Flanagan:  By  the  amount  shown  in  the  last 
column  of  your  Exhibit  89,  each  year. 

The  Witness :  The  over-all  rate  reduction  was  50  percent 
of  the  excess  earnings  over  the  basic  return.  So  that  there 
wouldn’t  have  been  any  increase  in  the  total  reduction, 
as  I  understand,  but  there  would  have  been  an  increase 
in  the  reduction  that  Capital  Transit  Company  would  have 
received. 
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Chairman  Flanagan :  Well,  then,  if  these  reductions 

1782  had  been  granted  to  Capital  Transit  Company,  then 

i  what  is  your  present  position — that  the  amount  of 

decrease  granted  to  all  other  consumers  would  have  been 
proportionately  reduced? 

The  Witness:  That  is  right.  Now,  this  is  true  also. 

Chairman  Flanagan:  Just  a  moment.  I  will  let  you 
|  complete  that  answer.  If  that  is  true,  then  have  you  used 
the  same  percentage,  because  the  figures  in  your  last  column, 
as  I  understand  from  Footnote  A,  are  based  upon  the  same 
percentage  reductions  in  rates  enjoyed  by  the  average  of 
all  Pepco  customers  during  this  period. 

Now,  my  question  is  this.  If  you  gave  these  amounts 
i  of  reductions  to  Capital  Transit  and  amended  the  reductions 
granted  to  all  other  consumers  during  those  periods,  what 
percentage  wTould  you  use  in  arriving  at  the  amount  of 
excess  that  you  claim  was  paid  by  Capital  Transit 
Company  ? 

The  Witness :  The  percentage  would  have  been  the  same 
because  this  percentage  is  based  on  total  sales,  including 
Capital  Transit  Company  and  all  other  customers.  Now, 
it  is  true  that  if  Capital  Transit  Company  had  been  granted 
the  decreases  at  the  time  that  they  were  given  to  other 
customers,  then  this  excess  earnings  in  the  succeeding  year 
would  probably  have  been  smaller — undoubtedly  have  been 
smaller — because  we  would  have  paid  a  smaller  amount  to 
Potomac  Electric  Power  Company,  and  therefore 

1783  their  overall  earnings  would  have  been  decreased. 

Chairman  Flanagan :  You  say  the  percentage 
reduction.  What  percentage  reduction  did  you  use  which 
you  have  mentioned  in  Footnote  A?  How  did  you  arrive - 

The  Witness:  I  used  the  percentage  reduction  in  each 
year  that  was  computed  by  making  up  my  Exhibit  65,  that 
was  the  percentage  of  reduction  that  was  granted — the 
average  cost  per  kilowatt  hour,  let  us  say,  that  was  in 
effect  by  Potomac  Electric  Power  Company  for  sales  to 
all  customers.  That  included  sales  to  Capital  Transit 
Company  which  increased  in  the  period.  So  I  believe  the 
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percentage  I  have  used  is  a  smaller  percentage  of  reduction 
than  would  have  occurred  if  Capital  Transit  Company  had 
received  the  decreases  in  these  particular  years  at  the 
same  time  that  they  were  granted  to  the  other  customers. 

Chairman  Flanagan :  In  arriving  at  that  percentage,  you 
did  include  all  sales  to  Capital  Transit  Company  also? 

The  Witness:  That  is  right,  yes,  sir.  I  could  give  you, 
if  you  want,  the  percentage  for  any  particular  one. 

Chairman  Flanagan:  I  granted  to  know  the  basis  on 
which  you  arrived  at  it. 

Mr.  Harrison:  I  would  like  to  ask  Mr.  Harvey  one  ques¬ 
tion  at  this  time  and  then  defer  further  cross-examination. 

Cross  examination 

By  Mr.  Harrison: 

1784  Q.  Mr.  Harvey,  have  you  made  another  computation 
similar  to  Exhibit  89  showing  what  Capital  Transit 
Company  would  have  paid  in  the  years  1933  and  for  the 
first  six  months  of  1950,  by  years,  if  Capital  Transit  Com¬ 
pany  had  been  charged  the  same  cost  per  kilowatt  hour 
as  charged  over  the  average  of  all  Pepco  customers  in 
those  years?  A.  The  average  rate  per  kilowatt  hour, 
no,  sir. 

Q.  The  average  kilowatt  cost  of  the  average  of  all  Pepco 
customers.  A.  No,  I  have  not  made  any. 

Q.  Kilowatt  hours.  A.  I  have  not  made  any  such 
computation. 

Mr.  Harrison :  I  would  like  to  defer  further  cross- 
examination. 

Chairman  Flanagan:  There  is  one  other  point.  Did  you 
hear  Mr.  McElfresh  explain,  if  I  can  paraphrase  it,  that 
in  considering  the  fact  that  additions  to  plant  had  not 
been  made  at  the  rate  estimated,  that  might  well  be  due  to 
the  fact  that  delays  had  crept  in  and  that  over  a  period  of  a 
year  the  total  additions  contemplated  would  have  been 
made? 

A.  I  heard  him  so  testify,  Mr.  Chairman,  but  that  doesn’t 
explain  to  me  the  reason  why  he  made  the  adjustment  for- 


553 


July  and  August.  If  it  was  merely  a  matter  of  delay,  that 
wouldn’t  have  resulted  in  any  adjustment  for  the 
1785  year  1951. 

Chairman  Flanagan:  Do  you  think  it  has  any 
validity  over  a  period  of  twelve  months? 

The  Witness:  Not  unless  the  delay  occurs  sometime  prior 
to  January  1,  1951.  And  that  means  that  Pepco  not  only 
has  to  make  expenditures  in  these  last  three  months  such 
as  they  have  estimated,  but  they  have  to  also  pick  up  these 
deficiencies  of  estimates  in  these  past  three  months,  July, 
August  and  September. 

Chairman  Flanagan:  Is  that  an  unknown  development? 

The  Witness:  No,  but  in  my  mind  there  would  have  been 
no  reason  for  Mr.  McElfresh  to  have  made  that  adjustment 
if  that  delay  was  to  be  expected  to  occur  by  January  1, 
1951.  The  way  he  has  made  it,  the  adjustment  anticipates 
that  the  delay  will  not  occur  until  January  1,  1952  or  later, 
that  is  the  pick-up  of  the  deficiency  of  estimates,  as  he 
adjusted  for  the  full  amount  of  it  and  not  any  portion  of  it. 
•  *#••*•••• 

1787  By  Mr.  Reilly: 

Q.  Mr.  Harvey,  looking  at  Exhibit  89,  when  you  were 
making  all  these  computations,  did  you  by  any  chance 
— were  you  interested  in  finding  out  what  the  kilowatt  cost 
would  have  been  to  Capital  Transit  Company  under  the 
column  “Amount  Which  Would  Have  Been  Paid?”  A. 
Yes,  sir. 

Q.  Did  you  make  those  computations?  A.  It  was 

1788  necessary  to  do  that  in  order  to  make  the 
computations. 

Q.  You  made  it.  A.  Yes,  sir. 

Q.  Will  you  read  them  down  for  us,  if  you  have  them 
there.  A.  1933  is  5.93  mills.  That  3  goes  off  to  infinity, 
Mr.  Reilly. 

Q.  That  is  where  we  are  right  now.  A.  1934,  4.86  mills ; 
1935,  4.74  mills ;  1936,  4.63  mills ;  1937,  4.51  mills ;  1938,  4.15 
mills;  1939,  4.03  mills;  1940,  3.80  mills;  1941,  3.56  mills; 


1942,  3.38  mills ;  1943,  3.20  mills ;  1944,  3.02  mills ;  1945,  3.02 
mills;  1946,  3.14  mills;  1947,  3.20  mills;  1948,  3.50  mills; 
1949,  3.74  mills ;  the  first  six  months  of  1950  is  3.80  mills. 

•  ••••••••• 

1800  By  Mr.  Harrison: 

Q.  Mr.  Harvey,  I  understand  your  Exhibit  87  pur¬ 
ports  to  show  that  estimated  revenue  from  the  sales  of 
electric  energy  in  1951  as  estimated  by  Pepco  and  adopted 
and  used  by  Mr.  McElfresh  in  his  Exhibit  46  are  under¬ 
estimated  by  $1,065,507  and  that  the  reason  for  this 

1801  underestimate,  in  your  opinion,  is  due  solely  to  the 
method  of  pricing  used  by  Pepco,  is  that  correct?  A. 

That  is  right,  yes,  sir. 

Q.  In  other  words,  you  take  no  exception  to  Pepco ’s 
estimate  of  the  number  of  kilowatt  hours  to  be  sold  during 
the  year  1951.  A.  I  didn’t  take  exception  in  this  exhibit, 
Mr.  Harrison.  That  doesn’t  mean  that  I  don’t  necessarily 
take  any  exception. 

Q.  Your  exhibits  are  not  based  on  any  exception  to  their 
estimate  of  the  proposed  kilowatt  hours  sold.  A.  This  com¬ 
putation  is  using  Pepco ’s  own  estimate  of  kilowatt  hours. 

Q.  Page  4  of  Exhibit  87  shows  that  you  have  used  eight 
months  actual  revenues  and  kilowatt  hour  sales  and  four 
months  estimated  revenue  and  estimated  kilowatt  hour 
sales  in  arriving  at  average  revenue  per  kilowatt  hour  for 
the  five  classifications  of  service  shown  on  that  page,  does 
it  not?  A.  Yes,  sir. 

Q.  It  is  true,  is  it  not,  Mr.  Harvey,  that  with  respect  to 
the  four  months  estimated  you  have  used  both  kilowatt 
hour  sales  and  revenue  as  estimated  by  Pepco.  A.  That  is 
right. 

1802  Q.  That  means,  then,  does  it  not,  that  you  have 
accepted  not  only  the  kilowatt  hour  sales  estimated 

by  Pepco  for  the  last  four  months  of  1950,  but  the  method 
of  pricing  used  by  Pepco  in  arriving  at  the  amount  of  rev¬ 
enue  to  be  produced  therefrom.  A.  For  the  purpose  of  this 
exhibit,  Mr.  Harrison. 
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Q.  Do  you  have  any  other  exhibits  on  that  question?  A. 
I  have  no  other  exhibits,  no,  sir. 

Q.  My  questions  now,  Mr.  Harvey,  are  based  entirely 
upon  your  testimony  in  connection  with  these  exhibits,  87, 
88  and  89.  Now,  you  have  just  stated  that  you  prepared 
Exhibit  87  because  you  did  not  agree  with  the  method  of 
pricing  the  kilowatt  hour  sales  for  the  calendar  year  1951. 
A.  Yes,  sir. 

Q.  If  the  Pepco  method  of  pricing  kilowatt  hour  sales 
for  1951  is  wrong,  wasn’t  it  also  wrong  in  pricing  estimated 
kilowatt  hour  sales  for  the  last  four  months  of  1950?  A.  I 
believe  it  is  wrong  to  a  certain  extent.  And  experience  has 
actually  shown  that  is  true  for  July,  August  and  September, 
Mr.  Harrison. 

Q.  Now,  if  your  method  of  pricing  1951  is  correct  and 
Pepco ’s  method  is  wrong,  then  the  basis  upon  which  you 
price  kilowatt  hour  sales  in  1951  is  founded  upon  the  price 
per  kilowatt  hour  by  class  of  service,  which  is  also 
1803  incorrect,  is  it  not?  A.  Only  to  the  extent  that  it 
underestimates  the  difference.  In  other  words,  this 
underestimate  that  I  have  computed  would  be  larger  if  I 
had  used  actual  figures,  for  example,  for  September  instead 
of  the  estimate  that  Pepco  used.  That  same  thing  is  true  if 
you  substituted  Pepco ’s  forecast  for  July  and  August, 
which  happened  to  be  available  at  the  time  Mr.  McElfresh 
testified.  He  had  previously  made  that  correction. 

Q.  Well,  the  fact  remains,  does  it  not,  Mr.  Harvey,  that 
the  method  used  by  you  in  estimating  revenues  from  kilo¬ 
watt  hour  sales  in  1951,  you  have  used  revenues  per  kilowatt 
hour  by  classes  of  service  which  are  based,  in  your  opinion, 
on  incorrect  revenue  figures.  A.  Only  to  the  extent  that 
they  may  understate  the  estimated  revenue  for  the  last  four 
months.  Certainly  they  do  actually  for  September  because 
we  have  the  report  to  show  that. 

Q.  Well,  that  was  your  contention,  vour  position,  in  your 
testimony,  and  that  is  the  purpose  of  your  exhibit,  to  show 
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the  revenue  to  be  produced  is  incorrect  for  1951-  A.  For 
the  month  of  September. 

Q.  And  for  the  year  1951.  A.  For  the  year  1951  it  is 
incorrect,  yes,  sir. 

Q.  Now,  Mr.  Harvey,  I  want  to  explore  with  you  your 
method  for  estimating  revenues  for  1951.  First,  let 

1804  us  look  at  your  estimate  of  residential  revenues 
shown  on  page  2  of  Exhibit  87  in  the  amount  of 

$11,249,632.  In  arriving  at  that  figure,  you  have  simply 
taken  the  kilowatt  hour  sales  as  estimated  by  Pepco  and 
applied  the  average  revenue  per  kilowatt  hour  from  resi¬ 
dential  sales  developed  on  page  4  of  Exhibit  87,  have  you 
not?  A.  That  is  right. 

Q.  In  making  that  computation,  you  assume,  do  you  not, 
there  will  be  no  increase  in  the  average  use  per  customer 
during  the  year  1951  as  compared  with  the  year  1950.  A. 
There  is  actually  an  increase,  Mr.  Harrison,  of  three  kilo¬ 
watt  hours.  The  average  for  1950  is  167  and  the  average 
for  1951  is  170.  I  would  like  to  point  out,  though,  that  that 
average  is  still  within  a  block  rate.  It  doesn’t  bring  it  down 
to  the  next  lower  block  rate.  I  would  also  like  to  point  out 
that  there  are  numerous — actually,  5,053  additional  cus¬ 
tomers  in  1951  who  would  even  take  at  the  lowest  block 
rate — I  mean  at  the  highest  rate. 

Q.  I  wasn’t  asking  you  about  the  new  customers.  I  was 
asking  you  about  the  increase  in  revenue  and  customer  use. 
A.  That  is  right. 

Mr.  Await :  He  answered  your  question  and  he  explained. 
Mr.  Harrison :  I  understand  he  did,  Mr.  Await.  And  I 
am  telling  him  that  I  didn ’t  ask  him  about  that  point. 

1805  I  am  asking  him  about  the  average  increase  per 
customer  use. 

The  Witness:  In  my  opinion,  to  elaborate  on  that,  it 
would  have  no  effect  because  of  the  fact  that  the  167  and 
170  are  both  within  a  block  step.  That  is,  when  you  get 
beyond  200  kilowatt  hours,  you  get  down  to  the  next  lowest 
block  rate. 

•  ••••••••• 
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Q.  You  gave,  in  the  development  of  your  exhibit,  no  con¬ 
sideration  to  this  element  of  increase,  did  you,  in  the  cus¬ 
tomer  use.  A.  No,  sir,  for  the  reason  I  mentioned.  It 
didn’t  seem  to  me  to  be  effective. 

Q.  What  is  the  answer  to  my  question.  Did  you  give  con¬ 
sideration  in  the  preparation  of  your  exhibit  to  this  cus¬ 
tomer  increase?  A.  No,  sir,  for  the  reason  I  have 

1806  stated. 

Q.  Are  you  aware  of  the  fact  that  Pepco’s  esti¬ 
mates  were  premised  upon  an  increase  in  the  average  use 
per  customer  in  1951  over  1950  use?  A.  No,  sir.  I  think 
it  is  evident  from  their  exhibit  that  they  not  only  based  it  on 
that,  but  they  assumed  that  all  the  kilowatt  hours  would  be 
at  the  lowest  rate.  It  is  so  stated  in  the  exhibit  in  the  ex¬ 
planation  in  the  footnote. 

Q.  Mr.  Harvey,  I  am  going  to  ask  you  a  rather  long 
question  and  I  am  going  to  ask  you  about  the  average  use 
per  residential  customer  of  kilowatt  hours  and  the  average 
revenue  for  several  years.  Then  I  am  going  to  ask  you  the 
average  revenue  per  kilowatt  hour  for  those  years.  With 
that  premise,  I  shall  ask  you  this  question.  You  may  want 
to  jot  down  some  of  these  figures.  I  am  going  to  ask  you 
to  make  an  assumption  upon  certain  facts. 

I  will  ask  you,  therefore,  to  accept  subject  to  check  that 
the  average  use  per  residential  customer  in  kilowatt  hours 
for  the  years  stated  is  as  follows :  1947, 1743  kilowatt  hours ; 
1948,  1849 ;  1949,  1905;  1950,  2002;  1951,  2035.  Now,  the 
kilowatt  hours  for  the  years  1947  to  1949  which  I  have 
given  you  can  be  determined  from  the  company’s  annual 
reports  to  the  Commission.  The  kilowatt  hours  for  the 
year  1950  is  premised  upon  eight  months  actual  and  four 
months  estimated,  and  the  year  1951  is  based  upon 

1807  the  company’s — by  that  I  mean  Pepco’s — estimate. 

Now,  I  am  going  to  ask  you  further  to  accept,  sub¬ 
ject  to  check,  that  the  application  of  the  present  Schedule 
R  rates  to  the  average  annual  residential  consumption  just 
given  would  produce  annual  revenues  as  follows :  for  1947, 


$43.20;  1948,  $45.21;  1949,  $46.28;  1950,  $48.12;  1951,  $48.75. 
A.  May  I  have  that  over  again.  What  is  that  supposed  to 
represent  ? 

Q.  That  is  the  annual  revenue  of  the  average  annual 
residential  consumption  for  the  years  that  I  just  gave  you, 
1947  to  1951,  at  the  present  Schedule  R  rates.  Do  you 
understand  that?  The  first  figures  are  the  average  residen¬ 
tial  customer  kilowatt  hours  in  those  years.  The  second  is 
the  average  annual  residential  revenue  at  the  present 
Schedule  R  rates  for  those  same  years. 

Now,  I  am  going  to  ask  you  to  accept,  further,  subject  to 
check,  that  the  average  revenue  per  kilowatt  hour  produced 
by  dividing  the  annual  revenues  just  stated  by  the  average 
annual  kilowatt  hours  of  residential  use  for  the  five  years 
are  as  follows:  1947,  2.478  cents;  1948,  2.445  cents;  1949, 
2.429  cents ;  1950,  2.404  cents ;  1951,  2.396  cents. 

Now,  in  view  of  the  figures  I  have  just  given  you,  partic¬ 
ularly  the  average  revenues  per  kilowatt  hour,  I 
1808  want  to  ask  you  whether  or  not  the  application  of 
the  average  revenue  per  kilowatt  hour  for  any  one 
of  the  years  1947  through  1950  to  the  average  residential 
kilowatt  hour  consumptions  for  the  immediately  succeed¬ 
ing  year  would  not  produce  an  overstatement  of  the  revenue 
from  the  same  number  of  kilowatt  hours  computed  at  the 
present  residential  rates. 

Mr.  Mvse :  I  would  like  to  object  to  that  question  on  this 
ground.  Mr.  Harrison  is  asking  this  witness  to  accept  a 
number  of  figures  subject  to  check,  apparently  accept  them 
for  the  purpose  of  proving  their  accuracy.  Now,  there  is 
no  way  that  this  witness  can  accept  those  figures  subject  to 
check.  It  seems  to  us  that  what  Mr.  Harrison  is  trying  to 
do  is  to  produce  through  this  witness  evidence  which  is 
properly  produced  by  rebuttal  rather  than  cross-examina¬ 
tion.  Obviously,  all  of  the  figures  that  he  has  quoted  come 
from  certain  reports  by  Pepco  to  the  Commission  which 
are  already  available  to  the  Commission.  If  they  wish  to 
put  them  into  the  record,  they  have  ample  opportunity  in 
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rebuttal.  I  don’t  see  bow  this  witness  can  accept  any  of 
these  figures  subject  to  check.  For  that  reason,  I  object 
to  the  question. 


1810  Chairman  Flanagan:  Will  the  reporter  read  the 
question? 

(The  reporter  read  the  pending  question  as  follows: 
“Now,  in  view  of  the  figures  I  have  just  given  you,  par¬ 
ticularly  the  average  revenues  per  kilowatt  hour,  I  want  to 
ask  you  whether  or  not  the  application  of  the  aver- 

1811  age  revenue  per  kilowatt  hour  for  anyone  of  the  years 
1947  through  1950  to  the  average  residential  kilowatt 

hour  consumptions  for  the  immediately  succeeding  year 
would  not  produce  an  overstatement  of  the  revenue  from 
the  same  number  of  kilowatt  hours  computed  at  the  present 
residential  rates.”) 

The  Witness :  The  answer  to  that  is  yes.  But  that  assumes 
there  is  no  other  change  that  took  place,  Mr.  Harrison. 


1812  The  Witness :  One  question  I  would  like  to  get  clear. 

Are  you  attempting  to  say  that  the  average  revenue 
rate  per  kilowatt  hour  for  residential  is  2.396  in  1951? 

By  Mr.  Harrison: 

Q.  I  am  not  stating  anything,  Mr.  Harvey.  I  merely  give 
you  certain  figures  which  I  asked  you  to  accept  subject  to 
check,  and  then  I  asked  you  the  question.  A.  The  point  1 
am  making,  in  1951  you  don ’t  have  any  report  into  this  Com¬ 
mission  for  that  year,  as  far  as  I  know. 

Q.  You  have  the  company’s  estimate,  do  you  not?  A. 
Yes,  sir. 

Q.  That  is  all  I  asked  you  about  in  1951  was  the  company’s 
estimate.  A.  That  is  not  the  estimate  I  have.  I  can  check 
that  for  you  right  now.  The  figure  that  you  have  given 
me - 
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Q.  On  the  kilowatt  hour  sales  ?  A.  Average  rate  per  hour 
for  residential - 

Q.  For  which  year?  A. - is  .037  cents  higher  than  the 

figure  that  I  have  gotten  from  the  Company  as 
1813  to - 

Q.  For  what  year?  A.  1951. 

Q.  Based  upon  what  number  of  kilowatt  hours  ?  A. 
Residential  only  is  475,362,000. 

Q.  Now -  A.  You  gave  me  a  figure  of  2.396  cents. 

The  actual  figure  I  have  is  2.35936. 

Q.  That  is  not  the  question  I  asked  you.  I  asked  you  the 
average  use  per  residential  customer  in  1951  as  estimated 
by  the  company.  A.  That  is  estimated  by  the  company  that 
I  am  talking  about. 

Q.  And  that  is  2.035,  is  it  not?  A.  What  I  am  trying  to 
point  out  is  that  the  figure  you  have  given  me  for  1951  is 
not  the  computed  average  kilowatt  hour  rate  for  residen¬ 
tial  customers,  according  to  the  company’s  own  figures  for 
1951.  It  is  2.35936  or  .037  cents  less. 

1817  By  Mr.  Harrison : 

Q.  Mr.  Harvey,  having  accepted,  subject  to  check, 
that  these  average  annual  kilowatt  hour  sales  and  average 
revenue  for  those  kilowatt  hours  and  the  average  kilowatt 
hour  revenue,  does  it  not  mean  that  by  your  failure  to  con¬ 
sider  the  fact  of  increased  customer  use,  your  estimate  of 
revenue  from  sales  of  energy  to  residential  customers  is 
overstated?  A.  No,  sir.  I  would  like  to  explain  that,  if  I 
may. 

Chairman  Flanagan:  You  may  explain  that  answer. 
The  Witness:  The  reason  for  that  answer  is  that  you 
have  made  a  computation  here  taking  average  annual  kilo¬ 
watt  hours  for  a  customer  when  the  schedule  rates  apply 
to  monthly.  Now,  that  assumes  that  the  average  residential 
customer  consumes  the  same  average  kilowatt  hours 

1818  each  month.  The  facts  show  that  they  do  not. 

•  ••••••••• 
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1821  Q.  Mr.  Harvey,  didn ’t  you  just  state  a  few  minutes 
ago  the  average  residential  consumption  by  cus¬ 
tomer  the  monthly  average  residential  consumption  by  cus¬ 
tomers  for  the  year  1950?  A.  1950? 

Q.  Yes.  A.  The  monthly  average  is  167.  That  is  assum¬ 
ing  the  Pepco  estimate  for  the  last  four  months. 

Q.  Did  you  also  state  it  for  1951?  A.  For  1951  it  is  170. 

Q.  Now,  will  you  state  how  you  arrived  at  those  figures, 
Mr.  Harvey?  A.  By  taking  the  kilowatt  hours  and  dividing 
it  by  the  number  of  customers. 

Commissioner  Spencer:  Times  12. 

The  Witness :  Again  by  twelve. 

By  Mr.  Harrison: 

Q.  And  divide  by  twelve.  A.  To  get  the  monthly, 
yes,  sir. 

Q.  So  what  you  have  done  is  divide  2002  by  12  to  arrive 
at  your  167.  A.  That  is  right. 

Q.  Is  that  right?  A.  Yes,  sir. 

Q.  And  2,035  by  12  to  get  your  170  for  1951.  A. 

1822  Yes,  sir. 

Q.  Now,  Mr.  Harvey,  will  you  apply  the  present 
Schedule  R  rate  to  those  two  kilowatt  hour  figures  you 
have  given  of  167  for  1950  and  170  for  1951  and  show  what 
the  revenue  would  be.  A.  The  revenue  for  1950  would  be 
$3.01  and  for  1951  would  be  $3.07. 

Q.  Now,  what  is  the  average  revenue  per  kilo'watt  hour 
based  on  that  revenue  for  1950  first  and  then  1951,  using 
the  same  167  and  170  kilowatt  hours  respectively.  A.  It 
would  be  1.80  in  both  cases. 

Q.  Now  I  will  ask  you  to  check  the  revenue  for  1950  over 
and  see  if  the  $3.01  is  right,  as  well  as  1951.  A.  I’m  sorry. 
I  guess  that  is  $4.01  and  the  other  one  would  be  $4.07. 

Q.  Now,  what  would  be  the  average  revenue  per  kilowatt 
hour  based  on  that  revenue?  That  is  using  the  same  num¬ 
ber  of  kilowatt  hours,  of  course.  A.  2.49  for  1950  and  2.39 
for  1951. 

Q.  I  didn’t  get  the  first  figure.  A.  2.49  I  have. 
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Q.  You  didn’t  carry  that  beyond  the  second  decimal?  A. 
2.50  if  you  carry  it  another  point,  I  believe. 

Q.  2.50?  A.  Yes,  rounded  off.  I  would  like  to  just 

1823  check  that  computation  again,  Mr.  Harrison.  I  be¬ 
lieve  that  would  be  2.40.  . 

Q.  For  1950.  A.  1950,  yes. 

Q.  2.40.  Is  there  any  change  in  the  1951?  A.  I  think  that 
is  2.39. 

Q.  Carrying  it  just  to  two  places  beyond  the  decimal.  A. 
The  other  one  is  about  2.40,  almost  exactly. 

Q.  It  is  lower,  though,  than  the  year  1950.  A.  Based  on 
these  computations,  yes,  sir. 

Q.  Is  there  anything  wrong  with  those  computations? 
A.  The  computations  are  correct,  so  far  as  I  know, 
mathematically. 

Q.  The  167  kilowatt  hours  in  1950  and  the  170  kilowatt 
hours  in  1951  are  your  development  of  those.  A.  Yes,  sir. 

Q.  And  these  revenue  figures  are  your  figures,  are  they 
not?  A.  That  is  right. 

Q.  And  they  are  computed  according  to  Schedule  R,  are 
they  not?  A.  Yes,  sir. 

Q.  Do  you  still  find  anything  wrong  with  them?  A. 
No,  sir. 

Q.  Doesn’t  that  indicate,  Mr.  Harvey,  that  with 

1824  the  customer  increase  of  use,  that  the  revenue  per 
kilowatt  hour  applied  to  the  succeeding  year  de¬ 
creases?  A.  It  would  decrease  to  a  certain  extent,  but  I 
don’t  believe  to  the  extent  that  you  have  shown  in  these 
figures  that  you  gave  me,  Mr.  Harrison,  to  assume  to 
begin  with. 

Q.  Applying  the  1950  revenue  to  the  1951  kilowatt  hours, 
was  there  any  change  in  the  revenue  per  kilowatt  hour? 
A.  Yes,  sir,  slight  change. 

Q.  Decrease  or  increase?  A.  Slight  decrease. 

Q.  Will  you  state  how  much  the  decrease  was?  A.  Well, 
it  would  be  one-tenth  of  a  mill  on  the  basis  that  you  have 
computed  it. 
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Q.  I  didn’t  compute  that,  Mr.  Harvey.  A.  I  mean  on 
the  computation  I  have  made  on  your  method.  Let  us  put 
it  that  way. 

Q.  Well,  is  it  your  computation,  Mr.  Harvey?  A.  Yes, 
sir.  It  is  my  computation  based  on  your  method. 


1825  The  Witness:  I  would  like  to  explain  that.  The 
reason  I  qualified  it  is  that  based  on  the  computa¬ 
tion  that  I  have  it  is  only  seven-hundredths  of  a  mill,  and 
this  method  comes  out  with  a  computation  of  only  one- 
tenth  of  a  mill.  There  is  quite  a  difference  between  the 
two  methods.  Apparently  they  are  both  mathematically 
correct.  It  is  a  question  of  method. 


1834  Q.  Now,  Mr.  Harvey,  do  you  have  a  breakdown  of 
the  commercial  and  industrial  customers  by  the  five 

groups  that  I  asked  you  about,  large  commercial,  small 
commercial,  high  voltage,  contract  customers.  A.  What 
year,  Mr.  Harrison? 

Q.  1950.  A.  No,  sir. 

Q.  Do  you  have  it  for  1951?  A.  I  have  it  for  1951, 
yes,  sir. 

Q.  You  do  not  have  it  for  1950.  A.  No,  sir.  That  is  the 
reason  I  didn’t  use  that  method. 

Q.  Will  you  read  the  breakdown  for  1951,  that  is,  of  the 
kilowatt  hours. 

1835  Q.  Will  you  read  the  breakdown  for  1951  into  the 
record,  please,  for  the  kilowatt  hours?  A.  Kilowatt 

hours  for  1951,  small  commercial — this  is  included  in  the 

figure  that  I  have  of  1,729,808  broken  down  in  this  way - 

Mr.  Myse:  Where  are  you  reading  from? 

The  Witness:  This  is  from  Pepco’s  own  estimate  for 
1951.  It  is  a  work  sheet  entitled  “Forecast  of  Customers, 
Kilowatt  Hours  and  Revenues.”  I  believe  I  mentioned  it 
on  the  footnote  on  page  3.  That  is  the  same  work  sheet. 
Small  commercial,  261,900,000  kilowatt  hours.  Large  com- 


564 


mercial  is  722,355,000.  High  voltage,  639,700,000.  The 
Naval  Powder  Factory  is  18,041,000.  Pentagon,  87,812,000. 

•  ••••#•••  • 

1849  Q.  In  view  of  the  substantial  variations  in  the 
per  cent  of  increase  in  1951  over  1950  of  the  cus¬ 
tomers  ’  groups  embraced  in  your  commercial  and  industrial 
classification  on  page  2  of  your  Exhibit  87,  do  you  not  think 
the  results  you  obtained  would  have  been  substantially  dif¬ 
ferent  if  you  had  broken  this  group  down  by  the  five  rate 
classifications  involved  in  order  to  apply  the  previous 
year’s  average  revenue  per  kilowatt  hour  to  estimated  kilo¬ 
watt  hour  sales  for  1951?  A.  They  would  be  different,  but 
they  may  have  been  higher  rather  than  lower. 

Q.  And  your  answer  is  you  think  it  might  be  higher?  A. 
Yes,  sir. 

Q.  Well,  now,  which  do  you  think  it  would  be?  Higher 
or  lower?  A.  I  think  it  would  be  higher. 

1857  Q.  Well,  now,  Mr.  Harvey,  you  heard  Mr.  McEl- 
fresh  testify,  when  he  presented  his  exhibit,  that 
while  he  used  the  actual  rate  base  figure  for  the  months  of 
July  and  August  instead  of  the  company  estimates  for 
these  months,  it  was  his  opinion  that  the  difference  between 
these  actual  and  estimated  figures  did  not  indicate  a  trend 
of  reduced  expenditure  for  electric  plant,  but  based  on  the 
best  information  that  he  could  obtain,  they  were  due  to  a 
lag  in  recording  electric  plant  expenditures  after  the  month 
in  which  it  was  originally  estimated  they  would  be  recorded, 
and  further,  that  it  was  his  advice  from  the  company  that 
it  was  not  the  result  of  cancellation  of  any  proposed 
projects.  A.  Yes,  sir. 

Mr.  Mvse:  I  object  to  that.  I  don’t  think  there  is  any 
such  testimony  in  the  record.  If  there  is,  I  think  counsel 
can  confront  the  witness  with  it. 

Mr.  Harrison:  Well,  the  witness  says  he  did. 
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Mr.  Myse :  I  think  yon  should  confront  the  witness 

1858  with  it. 

Mr.  Harrison:  You  heard  him  testify  to  a  like 
effect,  didn’t  you? 

(The  reporter  read  the  last  question.) 

The  Witness:  My  recollection  was  Mr.  McElfresh  went 
a  little  further  than  that  and  said  that  that  deficiency  would 
be  picked  up  before  the  end  of  this  year. 

By  Mr.  Harrison : 

Q.  You  do  remember  his  testimony  along  that  line, 
though.  A.  Yes,  sir. 

Q.  Well,  now,  in  spite  of  his  testimony  to  that  effect  and 
the  testimony  of  a  Pepco  witness  in  this  case  to  the  same 
effect,  you  have  treated  this  difference  as  a  trend  of  re¬ 
duced  construction  expenditures  and  have  reduced  the  com¬ 
pany’s  forecast  for  electric  plant  expenditures  on  an  un¬ 
weighted  basis  beginning  with  the  month  of  October  1950 
and  continuing  through  December  31,  1950  by  more  than 
$8,600,000,  haven’t  you? 

Mr.  Myse :  I  object  to  that  question  on  the  grounds  that 
counsel  cannot  show  in  the  record  any  testimony  of  any 
company  witness  to  that  effect,  and  if  he  can,  I  think  the 
witness  ought  to  be  confronted  with  the  testimony  rather 
than  counsel’s  characterization  of  the  evidence. 

Mr.  Harrison :  I  will  strike  that  part  in  reference 

1859  to  the  company’s  witness  and  ask  you  this. 

By  Mr.  Harrison: 

Q.  In  spite  of  the  fact  that  you  heard  Mr.  McElfresh 
testify,  you  have  so  reduced  that  amount  by  $8,600,000, 
have  you  not?  A.  What  amount,  Mr.  Harrison? 

Q.  $8,600,000.  A.  What  amount  did  I  reduce? 

Q.  The  forecast  for  electric  plant  expenditures  on  an 
unweighted  basis  beginning  with  the  month  of  October 
1950  and  continuing  through  December  31,  1951,  as  well  as 
the  unweighted  rate  base.  A.  What  was  your  figure? 
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Q.  $8,600,000,  approximately.  A.  That  includes  the  ad¬ 
justment  from  the  estimated  to  the  actual  for  the  month  of 
September  which  also  included  increases  in  the  material 
and  supplies  account. 

Q.  Well,  that  is  correct,  is  it  not?  A.  For  that  month — 
subject  to  that  qualification,  yes,  sir. 

Q.  I  think  it  isn’t  necessary  to  pursue  that  further  be¬ 
cause  exhibits  will  show  what  the  difference  is.  Now,  Mr. 
Harvey,  in  your  experience,  has  it  ever  happened  that  mate¬ 
rials  on  order  for  delivery  in  a  particular  month  may  be 
delayed  or  that  construction  jobs  that  had  been 

1860  planned  for  completion  in  a  particular  month  might 
also  have  been  delayed  for  one  reason  or  another. 

Or  have  you  had  any  experience  in  construction?  A.  I 
have  had  such  experiences,  yes,  sir.  That  doesn’t  explain 
to  me  the  reason  why  Mr.  McElfresh  made  the  adjustment. 

Q.  I  didn’t  ask  you  what  Mr.  McElfresh  did.  I  said  in 
your  experience  have  you  known  such  lags  ?  A.  Oh,  yes,  sure. 

Q.  And  such  delay  in  receiving  materials  or  in  complet¬ 
ing  a  job  on  schedule  did  not  have  its  result  in  the  cancel¬ 
lation  of  any  other  proposed  construction  work,  did  it? 
A.  Sometimes  it  has,  yes,  sir. 

Q.  Sometimes  it  does  and  sometimes  it  doesn’t.  A. 
Yes,  sir. 

Q.  Well,  now,  Mr.  Harvey,  isn’t  it  a  fact  that  the  sole 
basis  for  your  reduction  of  over  $8,000,000  in  the  estimated 
expenditures  for  the  period  from  October  1950  through 
December  1951  is  the  fact  that  actual  expenditures  for  the 
three  months  of  July,  August  and  September  were  under 
the  estimated  expenditures  for  those  three  months  as  fore¬ 
cast  by  the  company?  Perhaps  you  would  like  to  have  that 
question  read  back. 

(The  reporter  read  the  pending  question.) 

1861  The  Witness:  No.  That  together  with  Mr.  McEl¬ 
fresh ’s  testimony  convinced  me,  Mr.  Harrison. 
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By  Mr.  Harrison: 

Q.  Just  what  particular  testimony  of  his  now  do  yon 
refer  to?  A.  His  exhibit,  in  which  he  made  the  adjustment, 
because  if  that  adjustment  was  not  a  valid  adjustment, 
then  he  has  assumed  that  the  delay  will  not  be  picked  up 
until  after  January  1,  1952,  which  is  beyond  the  period 
covered  by  this  exhibit. 

Q.  Well,  let’s  suppose  that  the  actual  construction  for 
July,  August  and  September  had  been  in  the  amount  fore¬ 
cast  by  the  company’s  witness  in  this  case.  Would  you 
have  made  the  calculation  you  did  in  your  exhibits?  A. 
Well,  that  would  be  a  hard  question  to  answer  because  it 
*  was  after  an  examination  of  Mr.  McElfresh’s  exhibit  that 
I  came  to  the  conclusion  to  make  the  adjustment,  and  after 
listening  to  his  testimony.  I  don’t  know  what  I  would  have 
done  if  I  wasn’t  aware  of  that  testimony.  It  would  be  a 
hypothetical  thing. 

Mr.  Harrison :  Will  the  Commission  indulge  me  for  just 
a  moment.  I  think  I  can  refer  to  the  witness’s  testimony. 

By  Mr.  Harrison: 

Q.  Mr.  Harvey,  I  ask  you  to  turn  to  page  1765  of  the 
transcript  and  ask  you  if  this  is  a  correct  reading 
1862  of  what  you  said  there.  I  begin  on  line  21.  “In  my 
opinion  the  extremely  wide  variation  between  net 
additions  to  electric  plant  as  estimated  by  Mr.  Ferry  for 
the  months  of  August  and  September  as  compared  to  actual 
net  additions  justifies  an  even  further  reduction  in  the  rate 
base  as  computed  by  Mr.  McElfresh  in  Schedule  3  of  Ex¬ 
hibit  46. 99  Did  you  state  that?  A.  Yes,  sir. 

Q.  Now,  I  will  ask  you  to  refer  to  page  1766,  beginning 
with  line  11,  and  ask  you  if  you  didn’t  say  this.  “If  the 
amounts  for  periods  this  close  to  the  date  where  the  esti¬ 
mate  is  prepared  are  overestimated  by  68.3  percent  and 
94.8  percent  respectively,  it  is  entirely  reasonable  in  my 
opinion  to  reduce  Mr.  Ferry’s  estimated  additions  to  elec- 
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trie  plant  for  October,  November  and  December  1950  and 
for  the  months  of  1951  by  50  percent  to  adjust  to  the  trend 
indicated  by  actual  net  additions  to  electric  plant.”  Didn’t 
you  say  that.  A.  I  certainly  did. 

Q.  Now,  again  I  ask  you,  Mr.  Harvey,  isn’t  the  sole  basis 
for  the  difference  in  the  rate  base  computed  by  you  and 
Mr.  McElfresh  due  to  the  lack  of  expenditures  during  the 
months  July,  August  and  September  1950  not  measuring 
up  to  the  estimates  for  that  period? 

Mr.  Myse:  He  just  answered  that  question,  Mr. 

1863  Chairman.  I  don’t  know  why  we  have  to  go  over 
it  again. 

Chairman  Flanagan:  That  is  before  he  had  his  direct 
testimony  called  to  his  attention. 

Mr.  Myse:  I  don’t  think  it  changed  it  in  any  way 
whatever. 

Chairman  Flanagan:  Did  you  get  the  question? 

The  Witness :  As  I  stated  before,  the  differences  for  July, 
August  and  September  plus  Mr.  McElfresh ’s  exhibits  and 
his  testimony  in  which  he  stated  the  reason  why  he  adjusted 
for  July  and  August  convinced  me  that  there  should  be  a 
further  adjustment  for  future  months. 

By  Mr.  Harrison: 

Q.  For  what  reason,  because  of  the  difference  between 
the  estimated  and  actual  expenditures?  A.  Because  of  the 
fact  that  Mr.  McElfresh  made  the  adjustment  for  100  per¬ 
cent  of  the  difference  for  July  and  August,  which  indicated 
that  he  didn’t  believe  that  the  deficiency  would  be  picked  up 
before  January  1,  1952,  and  he  didn’t  correct  that  state¬ 
ment,  although  on  cross-examination  or  redirect,  as  I  be¬ 
lieve  you  called  my  attention  to  a  minute  ago,  he  did  mention 
some  conversation  he  had  with  the  company.  He  didn’t 
correct  it  and  state  that  his  exhibit  was  incorrect.  So  that 
he  must  have  believed  that  that  delay  or  deficiency  due  to  the 
delay  would  not  be  picked  up  prior  to  January  1, 1952. 

1864  Q.  Well,  now,  doesn’t  that  come  back  to  this  ques¬ 
tion,  Mr.  Harvey,  that  the  sole  reason  for  the  dif- 
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ference  between  your  and  his  estimate,  and  you  adopted 
his  for  July  and  August  I  believe,  is  due  to  the  difference 
between  the  estimates  for  construction  and  the  actual 
expenditures  for  construction  in  the  months  subsequent  to 
the  month  that  he  adjusted?  A.  That,  together  with  the 
fact  that  there  was  nothing  in  the  record  to  indicate  that 
the  deficiency  would  be  picked  up  before  January  1,  1952. 

Q.  Well,  if  Mr.  McElfresh  had  not  made  an  adjustment 
in  the  rate  base  because  of  the  difference  in  estimates  and 
expenditures  in  July  and  August  1950,  would  you  have 
made  the  same  change  in  yours?  A.  I  think  I  answered 
that  one  before,  but  I  will  answer  it  again.  That  is  a  hard 
question  to  answer  because  I  didn’t  consider  this  thing 
until  I  was  aware  of  Mr.  McElfresh ’s  exhibit  and  testi¬ 
mony.  What  I  would  have  done  if  I  hadn’t  known  about  it 
is  difficult  for  me  to  say. 

Q.  But  you  did  accept  his  adjustments  for  those  two 
months.  A.  I  verified  them. 

Q.  And  used  the  same  figures,  then,  did  you  not? 
A.  Oh,  yes. 

Q.  And  then  for  the  months  subsequent  to  that  you 
1865  reduced  the  company’s  estimate  by  50  percent,  did 
you  not?  A.  No,  sir.  I  adjusted  to  the  actual  for 
the  month  of  September  and  then  adjusted  for  50  percent 
of  the  difference  beginning  with  October. 

Q.  I’m  sorry.  A.  The  results  for  the  month  of  Septem¬ 
ber  were  available  when  I  put  in  my  exhibit. 

Q.  What  you  did  was  to  adjust  to  the  actual  for  the 
months  of  July,  August  and  September,  and  then  for  the 
other  month  you  reduced  Mr.  Ferry’s  estimates  by  50  per¬ 
cent,  is  that  correct?  A.  That  is  right,  sir.  I  also  adjusted 
to  the  same  method  that  the  company  employed  for  these 
three  accounts  that  I  mentioned  which  resulted  in  increasing 
the  material  and  supplies  account,  for  instance,  by  $150,000, 
and  carried  that  through  for  the  rest  of  the  15  months, 
more  than  the  company  allowed  in  its  figures  for  material 
and  supplies,  for  example. 


Q.  Now,  the  50  percent  reduction  you  made  in  Mr.  Ferry’s 
estimates  for  the  last  three  months  of  1950  was  due  to  that 
trend,  as  you  call  it,  of  difference  between  the  actual  and 
the  estimate  in  construction.  A.  Yes,  sir. 


By  Mr.  Means: 

1900  Q.  Now,  how,  Mr.  Harvey,  does  a  comparison  of  two 
months’  actual  net  additions  with  the  estimates  for 

the  two  months  make  it  evident  “that  Mr.  Ferry  has  grossly 
overestimated  the  net  additions  to  electric  plant  for  the 
future  months  which  have  been  estimated”?  A.  Corn- 

1901  parison  with  three  months.  And  it’s  evident  to  me 
for  the  reason  that,  in  the  first  place,  the  estimates 

were  prepared  dated  July  20th,  only  a  month  and  11  or  12 
days  before  the  end  of  August  and  two  months  and  12  days 
or  so  before  the  end  of  September,  and  the  estimates  were 
68.3  per  cent  and  94.8  per  cent,  respectively,  for  the  months 
of  August  and  September  overestimated.  That  indicates 
to  me  at  least  that  on  the  basis  of  estimating,  that  I  have 
had  considerable  experience  with,  that  the  estimates  are 
unreliable  and  should  be  discounted  by  at  least  50  per  cent 
for  the  trend  in  the  future. 


Q.  What  were  the  construction  expenditures  for 
1904  the  month  of  October  1950  as  shown  by  Mr.  Ferry’s 
Exhibit  2,  page  5?  A.  What  was  that  question  again, 
please  ? 

Q.  What  were  the  construction  expenditures  for  the 
month  of  October  1950  as  shown  by  page  5  of  Exhibit  2, 
which  both  the  company  and  Mr.  McElfresh  used  in  devel¬ 
oping  a  rate  base?  A.  I  can’t  answer  that  question.  These 
are  estimated  figures. 

Q.  Well,  I’m  asking  you  what  were  the  construction  ex¬ 
penditures  for  the  month  of  October  1950  as  shown  by  Mr. 
Ferry’s  Exhibit  2,  page  5.  A.  Expenditures  is  an  accom¬ 
plished  fact.  These  are  estimated  figures. 
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Q.  All  right.  Estimated  expenditures.  A.  Do  yon  want 
gross  or  net? 

Q.  I  want  the  gross  and  then  the  retirements. 

Mr.  Myse :  I  can’t  see  any  porpose  of  this  cross  examina¬ 
tion.  Those  figures  are  already  in  the  record  presumably. 
If  he’s  going  to  read  them  from  the  exhibit,  I  think  we’re 
entitled  to  an  explanation  of  why  we  should  rehash  what 
is  in  the  record. 

1905  Mr.  Means :  I  would  like  to  make  clear  what  it  is. 
Chairman  Flanagan :  Well,  we  will  continue  for  a 

question  or  two.  We  will  proceed  for  a  question  or  two  to 
see  where  it  leads. 

The  Witness:  That  was  for  September  1950? 

By  Mr.  Means : 

Q.  October  1950.  A.  October  1950? 

Q.  Yes.  A.  This  is  stated  in  thousands,  and  it  says  742. 
Presumably  that  is  742,000  dollars  for  the  month  of  October. 
Q.  Retirements?  A.  Retirements,  $135,000. 

Q.  For  a  net?  A.  $607,000  net  additions. 

Q.  In  your  Exhibit  No.  88,  what  did  you  use  for  additions 
for  October  1950?  A.  I  believe  the  actual  figures  that  Mr. 
Dunn  used  in  his  rate  base  calculation  were  carried  out. 
These  were  rounded  off  to  the  nearest  thousand  in  Mr. 
Ferry’s  estimate. 

Q.  What  did  you  use  in  yours?  A.  Mr.  Dunn  used 
$606,638,  and  I  used  50  per  cent  of  that,  or  $303,319. 

Q.  Thank  you.  A.  The  figure  Mr.  Ferry  had  is  rounded 
off  to  the  nearest  thousand,  so  it  doesn’t  quite  agree 

1906  with  50  per  cent  of  that  figure. 

Q.  Mr.  Harvey,  in  preparing  your  Exhibit  88,  you 
have  decreased  Pepco’s  estimate  of  electric  plant  additions 
by  50  per  cent  for  October,  November  and  December  of 
1950  and  for  each  month  throughout  the  year  1951.  Isn’t 
that  correct?  A.  That’s  right.  And  I  have  increased  the 
material  and  supplies  account  by  about  $150,000. 
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Chairman  Flanagan:  That  wasn’t  the  question,  Mr. 
Harvey. 

By  Mr.  Means: 

Q.  The  figures  which  you  have  reduced  were  taken  from 
Mr.  Ferry’s  Exhibit  No.  2?  Is  that  correct?  A.  I  used  the 
figures  on  Mr.  Dunn’s  rate  base  study  calculation,  which 
are  based  on  Mr.  Ferry’s  statements,  so  there  is  a  slight 
difference,  I  think,  due  to  the  fact  that  Mr.  Ferry  rounded 
off  to  the  thousand  dollars  where  Mr.  Dunn  carried  it  out 
to  the  nearest  whole  dollar. 

Q.  Well,  let’s  talk  about  the  round  figures.  The  esti¬ 
mated  net  additions  to  electric  plant  for  1951  are  shown  in 
your  Exhibit  No.  88,  page  2,  column  2,  as  $7,496,000.  Is  that 
correct  ?  A.  That  is  for  the  year  1951  ? 

Q.  1951.  A.  Yes,  sir. 

1907  Q.  This  is  just  one-half  of  the  estimated  net  addi¬ 
tions  for  1951  of  $14,992,000  made  by  the  experienced 
personnel  of  the  company  and  accepted  by  Mr.  McElfresh? 
Is  that  right? 

Mr.  Myse:  I  object  to  that  because  that  has  in  it  a  lot 
of  implications,  including  a  lot  of  arguments  as  to  who  is 
experienced  and  who  isn’t.  I  think  if  he  asked  a  proper 
question  he  would  get  a  proper  answer. 

Mr.  Means:  That’s  doubtful. 

Mr.  Myse:  The  question  is  argumentative. 

Mr.  Means:  Strike  out  the  “experienced.”  Make  it 
“personnel.” 

Mr.  Myse:  It  should  be  rephrased. 

Chairman  Flanagan:  Rephrase  the  question  to  identify 
it  with  the  exhibit  number. 

By  Mr.  Means: 

Q.  Is  this  just  one-half  of  the  estimated  net  additions  for 
1951  of  $14,992,000  shown  in  Mr.  Ferry’s  Exhibit  No.  2? 
Right?  A.  That’s  correct. 
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Q.  Mr.  Harvey,  will  you  now  turn  to  page  2  of  Mr. 
Ferry’s  Exhibit  No.  2?  The  company’s  estimated  additions 
for  1951  are  shown  in  some  detail  in  column  3  of  this  exhibit. 
Is  that  correct?  A.  It’s  listed  by  items  there. 

1908  Q.  What?  A.  They’re  listed  by  items. 

Q.  With  dollar  amounts  opposite  the  various  items. 
A.  That’s  for  production  plant  and  transmission  plant  only. 

Q.  Right.  It  goes  over  to  the  next  page  too.  Will  you 
now  refer  to  the  first  item  under  the  heading  “production 
plant”  entitled  “No.  14  Unit  at  Benning,”  for  which  the 
estimated  additions  for  1951  are  shown  as  $5,300,000.  Do 
you  find  that  item?  A.  Yes,  sir. 

Q.  Did  you  make  a  study  of  the  present  status  of  that 
project?  A.  No,  sir.  My  adjustment  was  based  on  the 
comparisons  that  I  made. 

Q.  Did  you  investigate  the  commitments  in  connection 
with  that  project  which  have  to  be  met  in  1951?  A.  I  don’t 
know  what  you  mean  by  “commitments  that  have  to  be 
met.” 

Q.  Commitments  for  equipment  and  supplies  to  complete 
the  project.  A.  The  outstanding  purchase  orders? 

Q.  All  right.  A.  They’re  contingent  commitments 
only  if - 

1909  Q.  I  asked  did  you  investigate  them?  A.  No,  sir. 
Q.  Do  you  know  when  that  unit  is  scheduled  to  go 

into  operation  ?  A.  I  believe  Mr.  Ferry  testified  as  to  that. 

Q.  Do  you  know?  A.  I  don’t  know  other  than  what  his 
testimony  showed. 

Q.  But  you  don’t  know  what  his  testimony  shows?  A.  As 
I  recall,  it  was  sometime  in  1952  I  believe. 

Q.  Nevertheless,  with  apparently  very  little  specific  infor¬ 
mation  at  all,  you  reduced  this  amount  of  $5,300,000  appar¬ 
ently  to  $2,650,000  in  preparing  your  Exhibit  No.  88? 

Mr.  Myse :  I  object  to  that  question  as  argumentative. 
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By  Mr.  Means: 

Q.  Is  that  correct? 

Mr.  Means:  I  don’t  see  what’s  argumentative  about  it. 
He  cut  it  in  half. 

Mr.  Myse :  There  is  certainly  no  occasion  to  characterize 
the  investigation  that  this  witness  has  made.  He  stated 
very  frankly  how  he  made  his  estimate,  and  there  is  no  need 
for  an  argumentative  question  of  that  kind. 

Chairman  Flanagan :  Did  you  reduce  the  amount  ? 

The  Witness:  I  reduced  the  total  additions.  It  didn’t 
apply  to - 

1910  Chairman  Flanagan:  That  particular  item  now 
that  Mr.  Means  is  asking  about. 

The  Witness:  No,  sir,  I  didn’t  reduce  that. 

By  Mr.  Means : 

Q.  So  the  $5,300,000  is  still  in  full  in  your  figure?  A.  I 
reduced  the  total  additions.  Now,  that  might  mean  that 
this  particular  amount  could  be  in  there  in  full  and  another 
$5,300  wiped  out  that  wouldn’t  be  expended  at  all. 

Q.  I’d  like  to  find  out  wrhich  ones  you  took  out  and  on 
wiiat  basis.  A.  I  took  out  mine  on  a  total  percentage  basis, 
total  net  additions,  as  I  explained  in  the  direct  testimony 
when  I  presented  the  exhibit.  That  is  based  on  the  trend. 

Q.  Did  you  investigate  the  status  of  the  five  items  shown 
in  column  3  under  transmission  plant  ?  A.  Well,  I  inspected 
the  one  at  Georgetown  Substation  when  I  made  a  visit  at 
the  various  substations. 

Q.  When  was  that  visit  made?  A.  I  think  in  September 
that  I  made  a  tour  of  the  substations  with  Mr.  Bissett,  your 
Mr.  Bissett.  We  saw  the  development  there  of  the  high- 
voltage  transformers  being  installed. 

Q.  What  was  its  status  at  that  point?  A.  It  was 

1911  in  a  state  of  construction. 

Q.  Was  it -  A.  Not  completed. 

Q.  No  sign  of  cancellation?  A.  I  don’t  know  of  any  can¬ 
cellation.  There  may  have  been  delay  in  the  construction. 
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Q.  No  sign  of  cancellation?  A.  The  project  was  not 
completed. 

Q.  It  was  in  progress?  A.  (No  response.) 

Q.  Did  you  make  a  study  of  the  status  of  the  16  items 
shown  on  the  third  column  on  the  next  page  which  the  com¬ 
pany  estimates  will  require  additions  to  electric  plant  of 
slightly  over  $7,000,000?  A.  I  don’t  know  what  these  spe¬ 
cial  projects  “distribution  only”  include,  whether  they  were 
any  that  we  inspected  on  the  tour  of  the  substations  or  not, 
but  aside  from  that,  as  I  stated  before,  my  adjustments,  of 
course,  were  based  on  overall  trends.  They  don’t  apply  to 
any  particular  item  that  is  listed  here  but  on  the  overall. 

Q.  Your  construction  program  is  simply  on  paper,  isn’t  it? 

Mr.  Myse:  I  think  that  is  argumentative  and  ought  to 
be  left  out. 

The  Witness :  I  have  seen  hundreds  of  millions  of 
1912  dollars  worth  of  plant  facilities  under  construction 
during  the  war  and  had  quite  a  bit  to  do  with  auditing 
costs  on  them,  and  I  hoped  they  were  not  just  constructed 
on  paper,  because  my  inspection  actually  approved  costs  on 
any  number  of  projects,  and  running  into  several  hundreds 
of  millions  of  dollars. 

By  Mr.  Means: 

Q.  That’s  interesting.  Now  turn,  please,  to  page  4  of 
Exhibit  2. 

Chairman  Flanagan:  Mr.  Myse,  when  you  object  and 
your  witness  goes  right  ahead,  I’m  going  to  permit  him  to 
answer.  It  isn’t  that  I  am  ignoring  your  objection. 

Mr.  Myse:  I  didn’t  make  an  objection  to  the  question. 
I  just  commented  I  think  it  could  well  have  been  left  out, 
and  I  think  counsel  for  Pepco  probably  agrees  with  me  now. 

Chairman  Flanagan:  Don’t  object  on  frivolous  grounds 
now,  because  we  won’t  like  that  either. 

By  Mr.  Means : 

Q.  What  study  did  you  make  of  the  planning,  program¬ 
ming  and  ultimate  completion  of  the  ten  items  of  general 
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plant  shown  in  column  3  on  page  4,  which  the  company  esti¬ 
mates  will  require  $1,400,000  in  1951?  A.  I  went  over  all 
of  Mr.  Ferry’s  work  sheets. 

Q.  No  physical  study  of  the  construction  projects? 

Mr.  Await :  Mr.  Chairman,  this  witness  testified  in 

1913  answer  to  a  question  from  counsel  that  he  made  no 
physical  check.  Now  he  is  going  through  here  taking 

each  one  and  asking  the  same  question.  He  said  he  made 
no  physical  check. 

Mr.  Means :  Thank  you. 

*••••••••• 

1914  Q.  At  page  1775  of  the  transcript,  line  1,  you  refer 
to  a  “cost  of  service  study”  introduced  by  Mr. 

Bachman  in  the  1933  proceedings  before  this  Commission 
which  resulted  in  the  approval  of  the  power  contract,  among 
other  things.  I  haven’t  been  able  to  find  the  phrase  “cost 
of  service  study”  anywhere  there,  and  I  wondered  if  you 
could  enlighten  me  if  I  gave  you  a  copy  of  the  transcript. 
A.  Do  you  want  me  to  read  this  ? 

•  ••••••••• 

By  Mr.  Means : 

1915  Q.  I  want  you  to  find  the  cost  of  service  study  you 
referred  to. 

Mr.  Myse:  None  so  blind  as  refuse  to  see. 

By  Mr.  Means: 

Q.  Where  is  it?  A.  You  have  to  read  these  previous 
questions  to  get  the  sense  of  the  article.  I  could  read  the 
one  paragraph  if  you  want,  but  to  give  you  the  full  sense 
of  the  statement  I  think  you  have  to  have  this. 

Q.  Is  this  what  you  refer  to:  “Have  you  made  studies 
of  the  cost  of  power  as  shown  by  the  records  of  the  Potomac 
Electric  Power  Company?”  Mr.  Bachman  said:  “I  have.” 
Is  that  what  you  refer  to?  A.  Not  entirely.  The  rest  of 
it  states : 
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Mr.  Roberts:  “Will  you  state  the  elements  of  that  cost, 
stated  on  kilowatt  honr  basis?” 

Mr.  Bachman  said:  “The  cost  of  generating,  which  in¬ 
cludes  the  raw  material  and  labor,  is  2.91545  mills.  The 
maintenance  of  the  Benning  Plant,  .30278;  real  estate 

1916  taxes,  .07188;  franchise  tax  on  the  portion  applicable 
to  the  traction  revenue,  .10430 ;  depreciation  on  Ben¬ 
ning  plant,  .35269;  the  return  on  investment  of  Benning 
Plant,  1.91379.” 

Chairman  Patrick  said:  “What  percentage  is  that?” 

Q.  Is  that  what  you  mean  by  the  cost  of  service  study? 
A.  Including  the  next  sentence. 

Q.  All  right.  A.  Which  states:  “Mr.  Bachman:  That  is 
a  7  per  cent  return,  making  a  grand  total  of  5.66089  mills.” 

Q.  That  is  the  cost  of  service  study  to  which  you  have 
reference?  A.  Yes. 

Q.  Thank  you.  Now,  wasn’t  Mr.  Bachman’s  study,  from 
what  you  have  just  read,  Mr.  Harvey,  limited  to  certain 
specific  items  enumerated  in  the  transcript,  and  doesn’t  it 
exclude  many  other  items  entering  into  the  cost  of  service  ? 
A.  No,  sir.  I  believe  Mr.  Bachman  took  into  consideration 
all  of  the  factors  which  entered  into  that  power  contract. 
Many  other  benefits  went  to  the  Potomac  Electric  Power 
Company,  and  he  took  into  consideration  apparently  all  of 
them,  because  the  succeeding  question  brought  that  out. 

Q.  Since  you  base  your  conclusion  on  the  equita- 

1917  bleness  of  the  power  contract  at  its  inception  on 
Bachman’s  so-called  study  of  the  cost  of  power,  how 

do  you  reconcile  your  Exhibit  89  and  your  testimony  con¬ 
cerning  it  with  the  cost  of  service  study  in  this  case, 
Exhibit  31?  A.  I  don’t  believe  that  the  exhibit,  the  cost 
of  service  study,  Exhibit  31,  is  correct.  I  don’t  believe  it 
has  any  validity.  I  think  even  the  witnesses  who  sponsored 
it,  at  least  mostly,  said  that. 

Q.  You  think  it’s  just  wrong  and  not  usable  as  a  guide 
or  check  of  reasonableness?  A.  Definitely  not  as  far  as  the 
Capital  Transit  Company  is  concerned. 

•  ••••••••• 
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1919  Q.  Would  you  agree,  Mr.  Harvey,  that  any  in¬ 
creased  kilowatt  hour  sales  in  1951  will  result  in  part 

from  increased  customer  usage?  A.  Can  I  have  that 
question? 

(The  reporter  read  the  question.) 

A.  Yes,  sir. 

Q.  Mr.  Harvey,  I  hand  you  Federal  Power  Commission 
Form  No.  1,  consisting  of  Potomac  Electric  Power  Com¬ 
pany’s  report  to  the  Federal  Power  Commission  for  the 
year  ended  December  31,  1949,  and  directing  your  attention 
to  page  69  of  that  report  please  refer  to  columns  (d)  and 
(f)  and  state  whether  or  not  those  columns  are  captioned 
“Kilowatt  Hours  Sold — Amount  for  Year”  for  column  (d) 
and  “Average  Number  of  Customers  Per  Month — Number 
for  Year”  for  column  (f).  Is  that  correct?  A.  That  is 
correct. 

Q.  Line  2  shows  that  there  were  419,713,474  kilowatt 
hours  sold  to  220,271  average  monthly  residential  or 
domestic  customers,  does  it  not?  A.  That  is  correct. 

Q.  And  line  4  shows  that  1,278,027,192  kilowatt 

1920  hours  were  sold  to  37,599  average  monthly  commer¬ 
cial  and  industrial  customers?  Is  that  correct.?  A. 

That’s  what  the  report  shows. 

Q.  Using  these  figures,  will  you  agree  subject  to  check 
that  the  kilowatt  hour  consumption  per  residential  customer 
in  1949  was  1,905,  and  the  commercial  and  industrial  con¬ 
sumption  was  33,991  kilowatt  hours  per  customer? 

Mr.  Myse:  As  I  understand  it,  you  are  asking  him  to 
make  the  division  on  those  figures? 

Mr.  Means:  That’s  right. 

The  Witness:  The  figures  on  residential  are  correct.  I 
can  make  the  computation  on  the  other  one. 

What  is  that  figure  you  have  for  commercial? 

By  Mr.  Means: 

Q.  33,991.  A.  Yes,  sir. 

Q.  Now,  Mr.  Harvey,  I  believe  you  have  among  your 
papers  gotten  from  the  company  a  work  sheet  called  “Fore- 
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cast  of  Customers,  Kilowatt  Hours  and  Revenues.’ ’  You 
mentioned  it  on  page  3  of  your  Exhibit  87.  A.  Which  year 
are  you  speaking  of?  Which  period? 

Q.  It’s  for  1951.  A.  Yes,  sir. 

Q.  Have  you  got  it?  A.  Yes,  sir. 

1921  The  first  block  of  figures  on  that  work  sheet  rep¬ 
resents  the  number  of  customers  forecasted  by  Pepco 

for  the  year  1951,  does  it  not?  A.  Yes,  sir. 

Q.  Will  you  calculate  for  me  the  number  of  kilowatt  hours 
per  customer  for  the  residential  and  commercial  and  indus¬ 
trial  classes  from  that  work  sheet  or  accept  subject  to  check 
2,035  kilowatt  hours  per  customer  for  residential  and  43,975 
for  commercial  and  industrial?  A.  That  is  correct. 

Q.  In  the  preparation  of  page  4  of  your  Exhibit  No.  87, 
did  you  compile  the  number  of  customers  for  each  of  the 
classes  shown  on  that  page  for  the  year  1950  to  correspond 
with  your  revenue  and  kilowatt  hour  sales  figures?  A.  Yes, 
sir. 

Q.  Will  you  accept  subject  to  check  a  figure  of  2,002  kilo¬ 
watt  hours  per  customer  for  the  residential  classes.  A.  That 
is  correct. 

Q.  And  38,212  for  commercial  and  industrial?  A.  That 
is  correct. 

Q.  To  review  then,  Mr.  Harvey,  we  find  that  the  residen¬ 
tial  classes  used  1,905  kilowatt  hours  per  customer  in  1949, 
and  on  an  estimated  basis  will  use  2,002  in  1950  and  2,035 
in  1951;  customers  in  the  commercial  and  industrial 

1922  classes  used  33,991  kilowatt  hours  in  1949,  and  on  an 
estimated  basis  will  use  38,212  in  1950  and  43,975  in 

1951.  Is  that  correct.  A.  On  an  estimated  basis  for  1950 
and  1951,  yes,  sir. 

•  ••••*•*•• 

By  Mr.  Means: 

1923  Q.  Mr.  Harvey,  do  you  know  what  Pepco ’s  charge 
under  existing  Schedule  R  would  be  for  monthly 

consumption  of  200  kilowatt  hours?  A.  $4.64  per  month. 
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Q.  How  much  per  kilowatt  hour  would  that  be?  A.  2.32 
cents. 

Q.  Will  you  accept  subject  to  check  that  the  bill  for  300 
kilowatt  hours  would  be  $6.24?  A.  For  300? 

Q.  Yes.  A.  $6.24.  Right. 

Q.  How  much  per  kilowatt  hour  would  that  be?  A.  2.08 
cents. 

Q.  Is  it  not  true  then,  Mr.  Harvey,  that  all  other  things 
being  equal,  increased  usage  by  existing  customers  lowers 
the  average  price  per  kilowatt  hour?  A.  Only  where  the 
increase  throws  the  customer  in  a  lower  than  the  highest 
block  rate.  Now  I’m  speaking  of  price  rate  when  I  say 
higher  block  rate. 

Q.  How  many  customers,  or  do  you  think,  Mr.  Harvey, 
there  is  any  really  substantial  number  of  customers  that 
are  in  solelv  what  vou  call  the  highest  block  rate — 
1924  that  is,  the  highest  price?  A.  How  many  customers? 

Q.  Percentagewise.  A.  I  believe  it ’s  in  the  record. 
Mr.  Main  testified  as  to  those  who  are  paying  the  minimum 
bill  on  residential.  I  don’t  recall  the  exact  figure  there. 
The  average  on  all  the  large  commercial  is  at  the  highest 
block  rate.  There  is  4,675  there,  plus  those  in  the  residential 
who  are  paying  the  minimum  rate  and  those  in  the  small 
commercial  who  are  paying  the  minimum  rate  and  Capital 
Transit  Company,  of  course,  pays  higher  than  the  minimum 
rate  when  it  gets  out  of  the  highest  block — when  it  gets  out 
of  the  first  block  I  had  better  say,  which  is  the  minimum. 

Q.  Mr.  Harvey,  to  your  knowledge  has  there  been  any 
change — and  I  mean  a  change  by  regulatory  order — in 
Pepco’s  rates  for  residential  and  commercial  and  industrial 
service  since  January  1, 1949?  A.  Can  I  have  that  question 
again? 

(The  reporter  read  the  question.) 

A.  Are  you  speaking  of  rate  changes? 

Q.  Yes,  trying  to.  A.  My  understanding  is  the  rates  that 
were  established  on  July  22,  1948,  meter  readings  on  and 
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after  that  date  are  the  effective  rates  today  as  far  as  those 
schedule  customers  are  concerned. 

1925  Q.  If  revenue  rates  per  kilowatt  hour  had  been 
derived  for  1949  in  a  fashion  similar  to  those  which 

you  derived  on  page  4  of  your  Exhibit  No.  87,  and  those 
rates  applied  to  the  kilowatt  hour  sales  for  1950,  do  you 
think  the  resulting  total  would  have  been  smaller  or  larger 
than  the  1950  revenue  figures  shown  on  your  page  4?  A. 
Can  I  have  that  question  again,  please? 

(The  reporter  read  the  question.) 

A.  In  some  cases  they  would  have  been  lower  and  in 
some  cases  higher. 

Q.  I  mean  overall  revenue.  A.  Overall? 

Q.  Total  revenue.  A.  There  is  a  decline  of  only  seven- 
hundredths  of  a  mill. 

Q.  Can  you  figure  it  out  or  do  you  want  to  accept  subject 
to  check  some  figures?  A.  I  say  it’s  only  a  decline  of 
seven-hundredths  of  a  mill. 

Q.  I’m  not  interested  in  that. 

Mr.  Myse:  That’s  your  answer. 

Mr.  Means:  I  want  dollar  overall. 

The  Witness :  The  average  kilowatt  hour  rate  in  1949  as 
compared  to  1950  is  what  I  think  you  were  referring 

1926  to.  Isn’t  that  true? 

By  Mr.  Means: 

Q.  I’m  trying  to  find  out  whether  the  revenues  for  1950 
would  have  been  larger  or  smaller  than  the  figure  you  show 
for  the  total  revenues  for  that  year.  A.  The  figure  I  show 
for  what  total  revenue? 

Q.  1950.  A.  Which  are  based  on  actual  for  eight  months 
and  Pepco’s  estimate - 

Q.  Page  4  of  your  Exhibit  87.  A.  You  mean  that  are 
based  on  actual  for  eight  months  and  Pepco’s  estimate  for 
four  months? 

Q.  Those  sales.  You  have  a  figure  on  page  4  of  your 
Exhibit  87  of  total  revenues  of  $36,681,747.  Now,  if  you 
applied  the  1949  kilowatt  hour  price  per  kilowatt  hour  to 
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your  different  classes  of  sales,  different  classes  of  service, 
the  kilowatt  hour  sales  in  1950,  would  you  come  out  with 
a  bigger  figure  than  $36, 000, 000-odd  or  a  lower  figure?  A. 
Of  course,  I  never  did  that  with  the  1951,  but  in  this  case 
you  would  come  out  with  a  slightly  lower  figure. 

Q.  Slightly  lower  figure?  A.  Slightly  higher  figure,  using 
1949,  applying  it  to  1950,  because  the  coal  clause  enters  into 
it  very  materially  in  the  year  1950  over  1949.  That 
1927  is  in  the  commercial  and  industrial  schedules. 

Q.  Will  you  accept  subject  to  check  that  if  that 
computation  were  made  the  36,681,747  figure  shown  on  page 
4  would  have  been  $37,317,341  or  a  difference  of  $635,594? 
•  ••••*•••• 

1929  Q.  Have  you  had  a  chance  to  check  that  37  million 
dollar  figure,  Mr.  Harvey?  A.  Yes,  sir.  I  checked 

it,  and  I  don’t  agree  with  it  based  on  my  figures. 

Q.  What  figure  do  you  get?  A.  Well,  on  a  simple  aver¬ 
age  basis — that  is,  using  the  overall — I  get — overall  reve¬ 
nues — an  average  rate  of  1.67160  cents.  I  believe  you 
mentioned  1.672  cents. 

Q.  Is  that  doing  it  on  the  same  basis  that  you  did  your - 

A.  No,  that’s  different. 

Q.  That’s  the  question.  A.  Another  basis  is  $37,746,823 
according  to  the  figures  I  have,  which  don’t  give  any  effect 
to  the  adjustment  for  the  fuel  clause  from  1950  to 

1930  1949.  I  had  no  way  of  determining  what  that 
would  be. 

Q.  What  would  be  the  difference  between  that  and  the 
36  million  figure  that  you  show?  A.  That’s  $1,065,076. 

Q.  Thank  you. 

Mr.  Harvey,  in  your  Exhibit  87  you  made  allowance  for 
reduction  in  the  cost  of  fuel  for  the  commercial  and  in¬ 
dustrial  class,  did  you  not? 

A.  That’s  right;  yes,  sir. 

Q.  Did  you  make  such  allowance  for  the  railway  and 
other  utilities  classes?  A.  No,  sir,  because - 
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Q.  Does  not  the  present  power  contract  contain  a  provi¬ 
sion  for  adjustment  for  the  changes  in  cost  of  fuel?  A. 
The  Potomac  Electric  Power-Transit  Company  contract? 

Q.  Present  contract.  A.  Yes,  sir. 

Q.  So  that  even  on  your  own  premise  your  figure  of 
$1,065,507  for  our  alleged  underestimate  is  wrong?  That 
is,  it’s  too  high?  A.  No,  sir. 

Q.  I  thought  you  said  you  didn’t  make  any  adjustment 
for  the  fuel  clause  in  the  railway  and  other  utilities.  A. 
I  didn’t. 

1931  Q.  Wouldn’t  that  reduce  the  difference?  A.  No, 
sir. 

Q.  Could  you  explain  why  not?  A.  Yes,  sir.  I  did 
make  a  reduction  for  the  total  commercial  and  industrial 
group,  which  included  the  small  commercial  classification. 
It  has  261,900,000  kilowatt  hours  in  it.  There  is  actually 
no  fuel  clause  in  those  schedules.  I  assumed  that  the 
inclusion  of  the  fuel  adjustment  applicable  to  that  amount — 
and  it  was  necessary  for  me  to  do  it  on  the  total  because 
I  didn’t  have  this  breakdown  that  Mr.  Harrison  called  to 
my  attention  for  the  first  8  months  of  1950 — offset  the  elim¬ 
ination  of  the  adjustment  for  the  railways  and  the  other 
utilities. 

Q.  You  assumed  it?  A.  Yes,  sir. 

Q.  You  made  no  check?  A.  No,  sir.  I  assumed  it  be¬ 
cause  the  small  commercial  hours  were  approximately  three 
times  the  amount  of  hours  that  applied  to  other  electric 
utilities  and  railways. 

Q.  Is  the  basis  for  the  fuel  adjustment  clause,  the  fuel 
base,  the  same  in  the  railway  contract,  the  power  contract 
and  for  the  other  utilities  as  it  is  in  the  commercial  and 
industrial?  A.  No,  sir.  I  don’t  know  about  the 

1932  other  electric  utilities.  It  certainly  isn’t  the  same 
as  the  one  in  commercial  and  industrial.  I  don’t 

know  what  the  provision  is  as  far  as  Pentagon  and  Naval 
Powder  Factory  special  contracts  are  concerned. 

Q.  Now,  Mr.  Harvey,  it’s  true,  I  gather,  from  both  your 
direct  and  the  cross  examination  by  Mr.  Harrison,  that 
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you  gave  effect  to  customer  usage  growth  in  your  Exhibit 
89  but  you  ignored  that  factor  in  your  Exhibit  87.  Is  that 
correct?  A.  May  I  have  that  question  again,  please? 

(The  reporter  read  the  question.) 

A.  No,  sir. 

Q.  Could  you  explain  that  answer?  A.  Yes,  sir.  I  used 
the  last  four  months’  estimated  by  Potomac  Electric  Power 
Company  for  1950  in  my  average  kilowatt  hour  rates  that  I 
used  in  applying  them  to  the  1951  kilowatt  hours. 

In  the  first  place,  as  I  pointed  out  to  Mr.  Harrison, 
there  are  5,053  new  customers  in  1951  over  1950  according 
to  Pepco’s  estimates.  Those  new  customers,  of  course, 
will  take  their  first  consumption  at  the  highest  block  rate 
rather  than  the  lowest  as  Potomac  Electric  Power  Company 
assumed  in  its  estimates. 

Secondly,  4,675  large  commercial  customers.  And,  inci¬ 
dentally,  this  is  the  largest  consumption  group  of  the 
1933  classes  of  customers,  well  above  high  voltage  and 
other  groups.  Those  4,675  customers’  average  con¬ 
sumption  for  1951  is  12,876  kilowatt  hours.  The  highest 
block  rate  for  that  group  covers  50,000  kilowatt  hours.  So 
that  there  can  be  an  unlimited  expansion  in  the  large  com¬ 
mercial  group,  which  is  the  highest  consumption  group, 
as  I  say,  without  necessarily  reducing  the  kilowatt  hour 
average  rate. 

Thirdly,  the  increase  in  average  consumption  per  cus¬ 
tomer  does  not  necessarily  reduce  the  average  rate  per 
kilowatt  hour. 

Q.  What  situation,  Mr.  Harvey,  w’ould  the  increased 
consumption  per  customer  not  reduce?  A.  It  might  even 
increase  the  average  rate  per  kilowatt  hour,  because  it 
depends  on  where  the  increase  comes.  In  the  illustration 
Mr.  Harrison  asked  me  to  work  out,  he  assumed  a  single 
customer.  Rather,  he  assumed  that  all  customers  would 
take  kilowatt  hours  at  the  average  consumption  rate,  which 
is  a  fallacy  to  begin  with.  It  doesn’t  take  into  account  the 
statistical  distribution  of  the  number  of  customers  in  higher 
block  rates  as  compared  to  those  in  lower  block  rates,  and 
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when  I  say  “higher”  and  “lower”  I  am  referring  to  price 
rates  now. 

For  example,  an  increase  in  the  number  of  kilowatt  hours 
being  used  by  those  customers  who  are  in  higher  block  rates 
or  above  the  average  for  the  class,  even  though 

1934  the  same  amount  of  increase  might  come  about  in 
other  groups  in  the  same  class  who  are  below  the 

average,  theoretically  and  actually  might  increase  the 
average  for  that  group. 

There  is  a  fifth  reason  that  I  haven’t  mentioned,  and 
that  is  this :  And  it  was  one  of  the  primary  considerations 
I  gave  to  the  fact  that  I  didn’t  adjust  for  any  possible 
increase  that  might  occur  in  increased  consumption  that 
might  reduce  average  rates.  And  that  is,  as  stated,  I  used 
the  last  four  months  estimated  by  Potomac  Electric  Power 
Company.  The  three  months  for  which  we  have  actual 
results  to  compare  with  Potomac  Electric  Power  Company’s 
estimates  are: 

July  1950.  Potomac  Electric  Power  Company  estimated 
average  kilowatt  hour  rate  of  1.559.  The  actual  was  1.603, 
or  four-tenths  of  a  mill  higher  than  the  estimate. 

August  1950.  The  Potomac  Electric  Power  Company 
estimate  was  1.541  cents  per  kilowatt  hour,  when  the  actual 
was  1.581  cents,  or  again  four-tenths  of  a  mill  higher  than 
the  Potomac  Electric  Power  Company  estimate. 

For  the  month  of  September,  the  Potomac  Electric  Power 
Company  estimate  was  1.593  cents  per  kilowatt  hour,  and 
the  actual  was  1.613  cents  per  kilowatt  hour,  or  two-tenths 
of  a  mill  higher  than  the  Potomac  Electric  Power  Company 
estimate. 

•  ••••••••• 

1935  Q.  Mr.  Harvey, -  A.  I  don’t  believe  I  have 

finished  that  explanation.  I’d  like  to  continue  if  I 

mav.  Let’s  see.  I  believe  I  started  to  talk  about  these 
differences  in  rates.  There  is  one  other  point,  and  that  is 
this :  That  aside  from  any  statistical  factors  it  seems 

1936  -reasonable  to  me  as  a  matter  of  judgment  to 

assume - 
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Chairman  Flanagan:  Let’s  not  have  argument  at  this 
point. 

The  Witness :  This  is  one  of  the  reasons  that  went  into  it. 

Chairman  Flanagan:  All  right.  Let’s  have  the  reason 
then. 

The  Witness:  - to  assume  that  the  increase,  that  the 

major  portion  of  the  increase  in  the  consumption  of  kilowatt 
hours  by  customers,  by  individual  customers,  in  1951  will 
come  about  among  those  customers  who  are  not  now 
making  maximum  use  of  electricity. 

For  example,  the  individual  who  already  has  all  of  the 
electrical  appliances,  television  sets,  refrigerators,  wash¬ 
ing  machines,  mangles,  and  that  sort  of  thing,  is  not  apt, 
it  seems  to  me,  if  he  has  them  this  year,  to  increase  his 
consumption  next  year,  because  he’s  already  making  maxi¬ 
mum  use.  Therefore — and  I  believe  that’s  borne  out  as 
I  wdll  show  later,  the  reason  why  Mr.  Harrison’s  figures 
were  wrong — it’s  reasonable  to  assume  that  this  increase 
is  going  to  come  among  those  customers  who  are  now 
making  minimum  use  of  kilowatt  hour  consumption. 

Therefore,  the  increase  is  going  to  be  weighted  by  those 
customers  who  increase  who  are  now  taking  at  high  block 
rates,  'which  would  tend  to  increase  the  average 
1937  rather  than  decrease  it. 

By  Mr.  Means: 

Q.  Well,  I  won’t  ask  for  any  further  explanations,  Mr. 
Harvey. 

Mr.  Harvey,  did  you  hear  Mr.  Main  testify  at  page  130 
of  the  transcript  with  respect  to  his  Exhibit  No.  18:  “The 
chart  and  tabulation  show  the  costs  of  power  supply  with 
the  expenses  for  fuel  and  interchange  power  separated 
from  the  other  costs”? 

Mr.  Myse :  Well,  if  you  have  correctly  quoted  Mr.  Main, 
I  assume  that  he  did  so  testify. 

Mr.  Means:  That’s  what  I  am  just  asking  the  witness — 
whether  he  heard  him. 
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Mr.  Myse:  Except  that  he  is  referring  to  Exhibit  17  on 
page  130  of  the  transcript  instead  of  Exhibit  18. 

The  Witness :  That  is  Exhibit  18  that  you  have  reference 
to,  Mr.  Means? 

Mr.  Means:  Yes,  sir. 

By  Mr.  Means: 

Q.  Bid  you  hear  that,  Mr.  Harvey?  A.  Sir? 

Q.  Bid  you  hear  Mr.  Main  so  testify?  A.  Bid  I  hear 
him  testify? 

Q.  Yes.  That  was  the  question.  A.  Was  that  a  quota¬ 
tion  you  gave  me? 

1938  Q.  Yes.  Bid  you  hear  Mr.  Main  testify  at  page  130 
of  the  transcript  ?  A.  I  might  have  heard  him,  but  I 

don’t  recall  that  that  was  his  testimony  unless  it  be  pointed 
out  to  me. 

Q.  It’s  in  line  21  at  page  130.  A.  I  don’t  have  that 
record  before  me. 

Q.  Bo  you  wmnt  to  see  it?  A.  May  I? 

(The  witness  examined  the  record  referred  to.) 

A.  Yes,  sir. 

Q.  Now,  will  you  refer  to  Exhibit  No.  18,  please?  A. 
Yes,  sir. 

Q.  On  that  exhibit,  under  the  heading  of  “Fuel  and 
Interchange  Power,”  there  is  a  column  headed  “Cents  per 
Kilowatt  Hour,”  is  there  not?  A.  Yes,  sir. 

Q.  Now,  will  you  also  refer  to  your  testimony  at  page 
1788  of  the  transcript  beginning  on  line  9?  You  there 
read  into  the  record,  did  you  not,  the  cents  per  kilowatt 
hour  corresponding  to  the  amounts  which  would  have  been 
paid  by  Capital  Transit  Company  according  to  the  theory 
set  forth  in  your  Exhibit  No.  89?  A.  Yes,  sir. 

Q.  Now,  Mr.  Harvey,  on  Exhibit  No.  18,  the  cost  of  fuel 
and  interchange  power  for  1945  is  shown  at  .320  cents 

1939  per  kilowatt  hour?  A.  Yes,  sir. 

Q.  And  the  amount  which  would  have  been  paid 
by  Capital  Transit  Company  for  their  total  service  accord- 
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ing  to  your  figures  would  be  .302  cents  per  kilowatt  hour! 
Is  that  right?  A.  Yes,  sir. 

Q.  And  for  1946  the  Capital  Transit  Company  would 
have  paid  .314  cents,  whereas  the  cost  of  fuel  and  inter¬ 
change  power  alone  is  shown  at  .343  cents?  A.  Yes. 

Mr.  Myse:  You  are  referring  to  it  as  shown  on  Exhibit 
No.  18?  ' 

Mr.  Means:  That’s  right. 

By  Mr.  Means: 

Q.  In  1947  Capital  Transit  Company  would  have  paid 
.320  cents  as  a  total  cost,  whereas  the  cost  of  fuel  and 
interchange  power  alone  is  shown  at  .388  cents  in  Exhibit  18? 
A.  Yes,  sir. 

Q.  In  1948,  with  the  fuel  and  interchange  cost  of  .459 
cents,  Capital  Transit  Company  would  have  paid  only  .350 
cents  ? 

Mr.  Myse:  I  object  to  that  question  unless  it’s  based 
on  Exhibit  18. 

Mr.  Means:  It  is.  They  all  are. 

1940  The  Witness :  Based  on  Exhibit  18  and  Exhibit  89, 
if  you’re  comparing  the  two  exhibits,  yes,  sir. 

By  Mr.  Means : 

Q.  That’s  what  we  are  comparing. 

In  1949  Capital  Transit  Company  would  have  paid  .374 
cents  based  on  your  exhibit,  whereas  the  cost  of  fuel  and 
interchange  power  alone  is  shown  on  Exhibit  18  as  .463 
cents? 

A.  Yes,  sir. 

Q.  In  comparing  your  kilowatt  hour  prices  with  these 
kilowatt  hour  costs  of  fuel  and  interchange  figures,  one 
must  also  recognize,  must  one  not,  that  your  figures  are 
kilowatt  hours  sold,  whereas  the  cost  figures  are  kilowatt 
hours  generated,  'which,  if  reduced  to  a  sold  basis,  would 
make  an  even  higher  cost  per  kilowatt  hour  for  fuel  and 
interchange  power? 
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Mr.  Myse:  I  object  to  that.  I  don’t  see  how  this  witness 
can  possibly  testify  as  to  what  would  have  happened  had 
Mr.  Main  done  something  that  he  didn’t  do. 

Chairman  Flanagan:  I  don’t  think  the  question  implies 
any  such  thing.  I  think  this  witness  should  be  very  well 
qualified  after  his  examination  to  answer  that  question. 

The  Witness:  I  could  answer  the  question  if  I  knew 
what  basis  Mr.  Main  used.  His  exhibit  doesn’t  show  that 
he  used  generation. 

By  Mr.  Means: 

1941  Q.  Will  you  assume  then  it  is  generated,  as  I 
believe  the  record  shows'?  Kilowatt  hours  generated? 

A.  And  if  his  method  used  kilowatt  hours  it  would  be 
even  higher? 

Q.  If  he  used  kilowatt  hours  sold,  if  he  reduced  the  kilo¬ 
watt  hours  generated  to  kilowatt  hours  sold,  you’d  come 
out  with  a  higher  unit  cost.  A.  Of  course. 

Q.  Right.  A.  That  assumed  that  he  did  use  generation 
here. 

Q.  Mr.  Harvey,  I  take  it  your  position  is  that  Pepco’s 
other  customers  in  the  District  of  Columbia,  Maryland  and 
Virginia  should,  during  the  past  years,  have  borne  a  sub¬ 
stantial  part  of  the  fuel  and  interchange  cost  of  serving 
Capital  Transit  Company  in  addition  to  all  other  costs  of 
that  service?  Is  that  correct?  A.  May  I  have  that 
question? 

(The  reporter  read  the  question.) 

A.  No,  sir. 

Q.  Did  you  advance  in  your  Exhibit  89,  Mr.  Harvey, 
what  you  thought  should  have  been  the  rates  charged  to 
Capital  Transit  Company?  A.  My  purpose  in  that  exhibit 
was  not  to  illustrate  any  rates  at  all.  In  fact,  there  were 
no  rates  shown  on  it. 

Q.  You  gave,  in  your  cross  examination  on  that 

1942  page, -  A.  At  the  request  of  Mr.  Reilly  I  gave 

him  what  figures  I  used,  but  they  were  not  in  the 

exhibit. 
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Q.  Yon  gave  total  revenues  that  should  have  been 
generated?  A.  I  gave  the  revenues,  and  I  believe  the  ex¬ 
hibit  says  that  would  have  been  in  effect  if  Capital  Transit 
had  received  the  same  percentage  of  rate  reductions  as  the 
average  of  all  Pepco  customers. 

Q.  Is  it  your  position  Capital  Transit  should  have  re¬ 
ceived  those  rate  reductions  ?  A.  I  believe  that  the  current 
rate  should  be  the  same  rate  that  Mr.  Heberle  testified  to. 

Q.  I  was  asking  whether  it  was  your  position  that  Capital 
Transit  in  the  years  past  should  have  received  the  rates 
shown  in  your  Exhibit  89. 

Mr.  Myse:  I  think  he  has  answered  that. 

The  Witness :  There  aren’t  any  rates  shown  in  Exhibit  89. 

By  Mr.  Means: 

Q.  The  rate  which  produced  the  gross  revenues  which 
you  show  there.  A.  Not  exactly.  The  exhibit  indicates 
what  the  general  trend  of  the  rates  should  have  been,  in 
my  opinion. 

Q.  It  has  no  relation  to  what  Capital  Transit  rates 
1943  should  have  been?  A.  It  indicates  to  me  what  the 
general  trend  of  the  Capital  Transit  rates  should 
have  been  if  they  had  received  the  same  treatment  afforded 
all  customers. 

Q.  Now,  if  Exhibit  18  is  a  correct  statement  of  the  fuel 
and  interchange  power  costs,  would  that  not  necessarily 
have  meant  that  Capital  Transit’s  rates  would  have  been 
less  than  its  fuel  and  interchange  power  costs?  A.  No,  sir. 

Q.  I  thought  you  said  that  Exhibit  89  showed  the  rates 
that  Capital  Transit  should  have  received  in  terms  of  gross 
revenue.  A.  Exhibit  89  doesn’t  show  any  rates,  and  I  so 
stated. 

Q.  I  said  the  gross  revenues  which  Capital  Transit  should 
have  paid  to  the  power  company.  A.  I  believe  your  ques¬ 
tion -  Will  you  read  his  question  back  again? 

(The  reporter  read  the  question  as  follows:  “I  thought 
you  said  that  Exhibit  89  showed  the  rates  that  Capital 
Transit  should  have  received  in  terms  of  gross  revenue.”) 


591 


A.  My  answer  was  that  I  stated  specifically  that  Exhibit 
89  didn’t  show  any  rates. 

Q.  It  shows  gross  revenues,  doesn’t  it?  A.  But  your 
question  was - 

Q.  I  said  in  terms  of  gross  revenues  in  the  ques- 

1944  tion  that  w^as  just  read  back.  A.  You  mean  with 
that  added  on  to  the  other  question? 

Q.  I  added  it  on.  A.  Read  that  again,  the  whole  thing. 
Mr.  Await :  Mr.  Chairman,  the  witness  prior  to  that  time 
stated  that  he  did  not  claim  that  those  were  the  rates  that 
Capital  Transit  Company  should  be  charged  even  as  gross 
revenues.  He  said  it  indicated  a  trend. 

Mr.  Means :  If  it ’s  clear  to  you  what  he  said,  it  isn ’t  clear 
to  me. 

Mr.  Await:  You  go  back  further  and  you’ll  understand. 
Chairman  Flanagan:  Do  you  understand  the  question? 
The  Witness:  I  don’t  understand  the  last  addition  to 
the  first  part  of  the  question. 

Chairman  Flanagan:  Rephrase  that,  Mr.  Means. 

By  Mr.  Means: 

Q.  Mr.  Harvey,  if  Exhibit  18  correctly  shows  the  cost 
of  fuel  and  interchange  costs  and  if  the  gross  revenues 
which  you  show  in  your  Exhibit  89  reduced  to  a  rate  per 
kilowatt  hour  are  compared,  will  it  not  necessarily  follow 
that  the  price  per  kilowatt  hour  which  Capital  Transit 
would  have  paid  in  those  years  would  have  been  less  than 
the  cost  of  fuel  and  interchange?  A.  No,  sir. 

1945  Mr.  Means :  No  more  cross  examination. 

Mr.  Kirby :  I  have  a  few  questions. 

•  ••••••••• 

1954  Q.  Now,  referring  you  to  page  1774  of  the  tran¬ 
script,  in  referring  to  the  rate  established  in  the 
power  contract  for  electric  energy  to  be  provided  Capital 
Transit,  you  stated,  and  I  quote:  “  .  .  .  was  approved  by 
this  Commission  on  September  30,  1933,  after  a  cost-of- 
service  study  was  introduced  by  their  Chief  Accountant 
and  Auditor  and  considered  by  the  Commission.  I,  there- 
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fore,  believe  that  the  rate  which  was  established  for  such 
power  charges  was  equitable  at  its  inception.  ’  *  Do  you 
locate  that?  A.  Yes,  sir. 

1955  Q.  Since  in  connection  with  Exhibit  89  you  relate 
the  Capital  Transit  rate  and  all  other  rates  to  1933  as 
a  base,  is  it  your  opinion  that  the  rates  and  charges  estab¬ 
lished  in  1933  for  all  other  customers — that  is,  other  than 
Capital  Transit — were  also  equitable?  A.  I  presume  they 
would  have  been  so  or  the  Commission  wouldn’t  have 
approved  them. 

Q.  Well,  unless,  Mr.  Harvey,  you  do  assume  that  both 
Capital  Transit’s  rates  and  all  other  electric  rates  were 
reasonable  as  of  1933,  what  meaning  can  Exhibit  89  have, 
since  you  claim  that  Capital  Transit’s  rate  resulted  in 
excess  payments  since  1933  because  they  didn’t  follow  the 
trend  of  all  other  rates?  A.  The  meaning  is  clear  to  me, 
and  it  is  this,  Mr.  Kirby:  That  there  were  equitable  rates 
presumably  established  for  all  customers  in  1933,  including 
Capital  Transit  Company.  Now,  if  Potomac  Electric 
Power  Company’s  costs  went  down  and  if  it  made  excess 
earnings,  part  of  which  was  from  increases  that  Capital 
Transit  Company  paid  to  it,  then  it  is  my  opinion  that 
Capital  Transit  Company  should  have  received  some  por¬ 
tion  of  those  excess  earnings  in  the  form  of  subsequent  rate 
reductions  under  the  sliding  scale  plan  that  was  in 
operation  during  those  years. 

•  ••••••••• 

1961  By  Mr.  Kirby: 

Q.  Just  one  further  question,  Mr.  Harvey.  Is  it 
your  position  that  for  all  time  to  come  electric  rates  to 
the  Capital  Transit  Company  should  be  established  based 
on  a  cost-of-service  study  made  in  1933?  A.  Not  on  the 
cost-of-service  study  made  in  1933,  but  taking  into  consider¬ 
ation  all  of  the  elements  and  the  methods  that  were  applied 
in  1933  and  bringing  them  up  to  date  on  a  current  cost  basis 
as  Mr.  Heberle  did  in  his  cost-of-service  study  which  he 


introduced  and  which  I  believe  is  the  correct  cost-of-service 
study  for  Capital  Transit  Company  in  this  case. 

Q.  That  is,  to  follow  and  summarize,  the  method  of  1933 
must  be  followed  for  all  time  to  come  in  your  opinion? 
A.  I  believe  so,  because  there  were  various  considera¬ 
tions  which  entered  into  the  establishment  of  that 

1962  rate  originally  which  have  a  permanent  and  lasting 
benefit  to  Potomac  Electric  Power  Company  as  long 

as  Capital  Transit  Company  is  a  customer. 

•  ••***••*• 

By  Mr.  Leeman: 

Q.  Mr.  Harvey,  I  believe  you  stated  that  the  rate  base 
for  1941  should  be,  in  round  numbers,  141  million  instead 
of  146  million? 

Commissioner  Spencer:  Shouldn’t  that  be  1951? 

Mr.  Leeman:  1951.  Yes. 

By  Mr.  Leeman: 

Q.  Is  that  right,  Mr.  Harvey?  A.  Yes,  sir. 

Q.  Now,  Mr.  Harvey,  in  your  figure  of  141  million,  in 
round  numbers,  does  that  include  construction  that  has  not 
been  started  yet?  A.  Yes,  sir.  At  least,  my  understanding 
is  it  is  based  on  figures  presented  to  me  by  Potomac 

1963  Electric  Power  Company,  that  it  does. 

Q.  So  that  if  that  was -  A.  Did  you  say  not 

even  started  or  not  finished? 

Q.  Not  started.  A.  I  might  have  to  amend.  I  thought 
you  meant  not  finished.  Construction  work  in  progress  I 
thought  you  had  reference  to.  Yes,  sir. 

Q.  That  includes  some  that  has  not  even  been  started? 
A.  Yes,  sir. 

Q.  And  would  you  be  able  to  tell  the  amount  of  that? 
A.  I  wouldn ’t  know  all  of  the  amounts,  Mr.  Leeman.  Some 
of  them  are  apparent  from  these  figures  as  being  elements 
for  contingency  and  price  increases  and  such  items  as 
that.  There  may  be  a  lot  of  others  that  I  wouldn’t  know 
about  that  may  be  marked  as  individual  projects  that  may 


be  started  or  may  not  be.  I  wouldn’t  be  in  a  position  to  say. 

Q.  Now,  Mr.  Harvey,  what  would  be  the  amount  of  new 
construction  not  started  and  new  construction  in  the  process 
of  being  worked  upon,  if  you  left  all  of  that  out  what  would 
that  reduce  that  figure  to?  A.  I  could  give  you  the  figure 
on  construction  work  in  progress.  Wait  a  minute.  I  believe. 

Commissioner  Spencer:  As  of  what  date? 

1964  The  Witness:  I’m  sorry.  That  figure  is  not 
segregated,  I  don’t  believe,  Mr.  Leeman,  as  such,  and 

even  if  I  could  give  you  a  figure  it  would  have  been  a  varying 
figure  as  far  as  the  rate  base  goes  because  that  is  weighted, 
you  see,  month  by  month. 

As  to  the  portion  which  would  not  be  started,  as  I  stated, 
I’m  not  aware  of  how  much  that  is  not  started,  although 
it’s  apparent  from  the  work  sheets  that  Mr.  Ferry  furnished 
that  there  are  items  for  delay  charges  and  contingencies 
and  sundries,  special  projects,  and  so  forth.  As  to  whether 
they’re  started  or  not  I  wouldn’t  be  certain. 

By  Mr.  Leeman: 

Q.  Would  you  have  an  idea?  That  would  be  a  sizable 
amount,  would  it  not?  A.  Construction  work  in  progress 
certainly  is  a  sizable  one.  As  to  how  much  the  additional 
amount  for  construction  not  yet  commenced,  I  am  not 
aware. 

Chairman  Flanagan:  Just  a  minute.  Are  you  aware 
of  any  item  included  in  there  which  has  not  yet  even  been 
started? 

The  Witness:  Yes,  sir.  Mr.  Ferry’s  work  sheets  have 
some  figures  for  construction  work  in  progress,  being  trans¬ 
ferred  to  electric  plant. 

Chairman  Flanagan:  Plant  not  even  started,  is  what  I 
have  in  mind. 

The  Witness:  I  said  no,  sir.  What  did  you  say? 

1965  Chairman  Flanagan:  Do  you  have  in  mind  any 
specific  item  included  in  the  figure  about  vrhich  Mr. 

Leeman  is  inquiring  wThich  represents  work  which  has  not 
even  been  started? 
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The  Witness:  Yes,  sir.  There’s  figures  for  contingencies 
in  there,  for  example,  which  wouldn’t  represent  any  work 
necessarily.  It  may  be  just  mark-up  to  take  care  of  pos¬ 
sible  additional  work  that  might  occur.  Presumably  con¬ 
tingencies  wouldn’t  be  related  to  any  particular  item. 

Chairman  Flanagan:  Why  not? 

The  Witness:  It’s  not  in  the  work  sheets.  It’s  a  total 
figure.  Not  related  to  any  particular  item  there.  To  the 
total  construction. 

Chairman  Flanagan:  So  when  you  answer  Mr.  Leeman 
that  there  are  some  items  representing  work  which  has  not 
even  been  started,  specifically  what  do  you  have  in  mind? 
Contingencies  ? 

The  Witness :  Contingencies,  provisions  for  price  increase. 

Chairman  Flanagan :  On  work  that  may  or  may  not  have 
been  started? 

The  Witness :  May  or  may  not. 

Chairman  Flanagan:  But  not  definitely  not? 

The  Witness:  Those  particular  elements  wouldn’t  repre¬ 
sent  anything  related  to  particular  projects. 

1966  Commissioner  Spencer:  Isn’t  that  different  from 
work  which  has  not  been  started  though? 

The  Witness:  May  or  may  not  be. 

Chairman  Flanagan:  Let’s  have  a  definite  answer.  Do 
you  know  of  anything  representing  work  which  has  not 
been  started? 

The  Witness:  I  believe  Mr.  Ferry  testified  to  one  item, 
the  Georgetown-Takoma  transmission  line,  which  may  not 
be  carried  through.  I  notice  he  mentioned  at  le#.st  one  in 
response  to  Mr.  Harrison’s  question  that  may  not  be  carried 
through  with. 

Commissioner  Spencer :  As  I  understand  it,  Mr.  Harvey, 
my  recollection  is  that  you  testified  that  in  your  141  million 
rate  base  that  you  had  compiled  that  from  the  use  of 
various  total  figures  and  had  not  broken  it  down  into 
projects. 

The  Witness-:  I  didn’t  break  my  adjustment  down,  no, 
sir,  but  the  basic  figure  is  based  on  Mr.  Ferry’s  individual 
projects,  and  those  are  detailed - 
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Commissioner  Spencer:  Well,  if  you  didn’t  break  your 
adjustment  down,  how  can  you  tell  then  as  to  any  individual 
project  whether  it  has  been  started  or  whether  it  has  not 
been  started  in  the  141  million? 

The  Witness:  Mr.  Ferry’s  testimony  plus  work  sheets. 

Commissioner  Spencer:  I’m  talking  about  the  141 

1967  million. 

The  Witness:  Well,  you  see,  Mr.  Ferry’s - 

Commissioner  Spencer:  141  million  of  dollars.  Now,  how 
can  you  tell  any  particular  amount  of  dollars  in  your  141 
million  that  applies  to  any  particular  project,  whether  it 
has  been  started  or  not  been  started,  if  you  did  not  break 
your  adjustment  down  into  items? 

The  Witness:  Only  to  this  extent — that  the  basic  figure 
winch  I  have  worked  from  has  elements  in  it  which  repre¬ 
sent  amounts  not  related  to  specific  items. 

Commissioner  Spencer:  I  thought  the  inquiry  was  with 
regard  to  specific  items  as  to  whether  they  had  been  started 
or  not  started. 

The  Witness :  I  believe  I  stated  that  I  didn’t  have  knowl¬ 
edge  of  that  with  the  exception  of  the  one  item  that  I  believe 
Mr.  Ferry  mentioned  might  not  be  carried  through  in 
response  to  Mr.  Harrison’s  question. 

Chairman  Flanagan:  The  reason  I  started  the  question¬ 
ing  is  that  it  appears  to  me  that  Mr.  Leeman  is  getting 
the  impression  from  you  that  a  very  substantial  amount 
in  that  rate  base  of  141  million  dollars  applies  to  work 
wrhich  has  not  even  been  started.  Do  you  wish  Mr.  Leeman 
to  have  that  impression? 

The  Witness:  No.  I  don’t  knowT  how  much  that  is.  I 
thought  I  stated  that. 

1968  Chairman  Flanagan:  Proceed,  Mr.  Leeman. 

The  Witness :  The  amount  that  I  said  was  substan¬ 
tial  was  construction  work  in  progress,  which  is,  of  course, 
w’ork  that  has  been  started. 

•  ••••••••• 
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Q.  Now,  Mr.  Harvey,  as  a  result  of  your  cross  exam¬ 
ination  have  you  changed  your  opinion  on  any  of  the 
1969  major  points  set  forth  in  your  schedule?  A.  Yes, 
sir. 

Mr.  Myse :  I  might  say  that  we  will  detail  those  changes 
in  opinions  on  these  points  on  redirect  examination  which 
we  expect  to  do  by  exhibit  which  we  have  prepared  over 
the  weekend. 

Mr.  Leeman:  In  view  of  that  explanation - 

The  Witness:  I  might  elaborate  on  that.  My  opinions 
are  generally  the  same.  The  amounts  will  be  slightly  differ¬ 
ent,  but  there  is  no  change  in  my  general  opinion  that 
Potomac  Electric  Power  Company  doesn’t  require  the  in¬ 
crease  that  either  it  has  requested  or  that  Mr.  McElfresh 
testified  to  that  he  believed  would  be  required. 


1970  Robert  E.  Harvey  resumed  the  stand  and  testified 
further  as  follows : 

Redirect  Examination  (Continued) 

By  Mr.  Myse: 

Q.  Mr.  Harvey,  Mr.  Means  asked  you,  at  the  end  of  the 
last  hearing  and  again  today,  about  the  application  of  the 

1949  kilowatt  hour  price  per  kilowatt  to  the  kilowatt  hour 
sales  in  1950  with  the  difference  between  your  figure  of 
some  thirty-six  million  on  page  4  of  Exhibit  87  and  the 
calculated  figure,  according  to  Mr.  Means,  of  some  thirty- 
seven  million.  Do  you  recall  that  testimony?  A.  Yes, 
sir. 

Q.  Do  you  have  any  explanation  to  make  as  to  the  differ¬ 
ence  between  those  two  figures?  A.  Yes,  sir.  In  my  opin¬ 
ion,  the  increase,  by  using  the  ’49  figures,  applying  them 
to  the  ’50  kilowatt  hours,  over  the  amount  shown  on  page 
4  of  Exhibit  87  is  accounted  for  primarily  by  two  causes. 
One  is  the  material  effect  of  the  reduction  in  fuel  costs  for 

1950  from  1949,  and  two,  the  effect  of  the  material  under¬ 
estimate  in  revenues  per  kilowatt  hours  that  Pepco  had  for 
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the  months  that  were  estimated,  for  the  last  four  months, 
in  my  opinion. 

1971  Q.  Mr.  Harvey,  at  page  1889,  you  answered,  in 
response  to  a  question  by  Mr.  Means  I  believe  it 

was,  stating  that  you  had  done  a  considerable  amount  of 
prognostication  work.  Will  you  explain  in  a  little  more  de¬ 
tail  what  you  meant  by  that  statement?  A.  Well,  what 
I  had  reference  to  primarily  was  the  experience  that  I  had 
with  the  Joint  Army-Navy  War  Shipping  Administration 
Master  Contract  Board  when  I  was  brought  to  Washington 
to  serve  on  that  as  Head  Accountant  and  Auditor  of  that 
Board  during  the  war.  That  board  administered  all  of  the 
time  and  material  contracts  of  those  three  agencies  during 
the  war  period.  Being  time  and  material  work,  all  of  the 
contracts  were  based  on  billing  rates  that  required  deter¬ 
minations  of  past,  current  and  future  trends  in  cost  upon 
which  to  base  billing  rates  for  future  contracts,  that  is, 
future  billing  rates  for  contracts  for  work  to  be  performed 
in  the  future,  based  on  past  and  current  and  future  trends 
in  cost.  Also,  I  had  reference  to  the  period  of  more  than 
two  years  when  I  was  Divisional  Controller  for  the  Todd 
Shipyards  Corporation,  San  Francisco  Division,  where,  in 
the  capacity  as  Chief  Accounting  and  Fiscal  Officer  of  that 
corporation  for  that  division,  and  serving  in  advisory  capac¬ 
ity  to  the  Vice-President  General  Manager,  it  was  necessary 
for  me  to  make  numerous  prognostications  of  facility 

1972  construction  programs,  estimated  earnings  for  the 
future,  estimated  expenses  for  the  future  based  on 

current  and  past  status  of  these  projects  and  the  results  of 
operations. 

Q.  Mr.  Harvey,  in  the  cross-examination  of  you  by  Mr. 
Harrison,  you  may  recall  there  were  some  data  furnished 
by  Mr.  Harrison  in  connection  with  a  method  of  determin¬ 
ing  the  average  revenue  per  kilowatt  hour.  Have  you  pre¬ 
pared  an  exhibit  using  the  data  furnished  by  Mr.  Harrison 
in  his  cross-examination  to  show  the  results  of  using  the 
method  suggested  by  him?  A.  Yes,  sir. 


Mr.  Myse :  I  ask  to  have  marked  as  Exhibit  90  the  docu¬ 
ment  that  has  just  been  described. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  90  was  marked  for 
identification.) 

By  Mr.  Myse : 

Q.  Mr.  Harvey,  will  you  describe  Exhibit  90,  consisting 
of  two  pages.  A.  Yes,  sir.  Mr.  Harrison  furnished  to  me, 
subject  to  check,  on  pages  1806  and  1807  of  the  record,  an¬ 
nual  kilowatt  hour  consumption  on  the  average  for  residen¬ 
tial  customers  for  the  years  1947, 1948, 1949, 1950  and  1951. 
He  also  furnished  the  annual  revenue  per  customer  for 
these  years  and  the  average  revenue  rate  per  kilowatt 
1973  hour,  the  average  revenue  per  customer  being  de¬ 
rived  by  his  method,  apparently.  For  the  years  1947 
and  1949  I  had  no  data  readily  available  for  making  com¬ 
parisons  because  of  the  fact  that  this  was  over  the  week-end 
and  the  Commission’s  offices  were  closed.  I  didn’t  have  ac¬ 
cess  to  the  reports.  But  I  did  have  the  available  data  for 
1949. 

The  first  illustration  I  would  like  to  make  here  is  to  take 
Mr.  Harrison’s  figures  and  to  carry  them  through  to  the 
logical  conclusion  and  see  what  the  results  are  as  compared 
to  what  actually  happened  according  to  reports  on  file  with 
this  Commission,  the  1949  Annual  Report.  So  I  have  listed 
for  these  three  years — 1949  particularly  I  would  like  to  talk 
about  first — the  average  annual  kilowatt  hours  per  customer 
of  1905,  which  is  the  figure  Mr.  Harrison  gave  me. 

Q.  That  is  on  page  2  of  Exhibit  90,  is  it  not?  A.  Yes,  I 
would  like  to  turn  to  page  2.  I’m  sorry  if  I  didn’t  mention 
that.  You  will  notice  for  1949  the  first  figure  in  Column  1, 
1905,  average  annual  kilowatt  hours  per  customer,  the  foot¬ 
note  shows  that  it  is  furnished  by  counsel  of  Public  Util¬ 
ities  Commission  of  District  of  Columbia  on  pages  1806  and 
1807  of  the  record.  The  figure  of  2.429  cents  is  the  average 
revenue  rate  per  kilowatt  hour  that  was  furnished  to  me, 
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and  the  figure  of  $46.28  is  the  annual  revenue  per  cus¬ 
tomer. 

1974  Now,  presumably,  if  the  annual  revenue  per  cus¬ 
tomer  is  multiplied  by  the  number  of  residential  cus¬ 
tomers,  average  number  of  residential  customers  for  the 
year,  as  shown  in  the  reports  of  Pepco,  we  should  come  out 
with  the  actual  residential  revenues  for  1949.  And  I  have 
made  the  multiplication  of  the  $46.28  times  the  number  of 
customers  as  shown  by  Footnote  (e)  there,  Column  3  multi¬ 
plied  by  Column  4,  and  have  derived  annual  revenues  from 
Schedule  R  customers  according  to  this  method.  I  brought 
that  forward  in  the  first  page,  that  is  the  figure  $10,194,142, 
rounded  off  to  the  nearest  dollar.  And  I  have  listed  in  the 
next  column  on  page  1  the  actual  revenues  from  residential 
sales  according  to  the  1949  Annual  Report  on  file  with  the 
Public  Utilities  Commission  of  the  District  of  Clumbia,  and 
we  find  an  excess  of  $148,451  by  that  method  after  the  actual 
revenues  reported  to  the  Public  Utilities  Commission. 

Q.  Have  you  made  similar  calculations  for  the  years  1950 
and  1951?  A.  Likewise,  I  have  made  the  calculations  for 
1950  and  1951.  For  1950,  of  course,  taking  Mr.  Harrison’s 
figures,  I  have  had  to  multiply  that  by  the  total  number  of 
customers  which  I  have  available  and  which  apparently  is 
in  agreement  with  his  because  I  have  exactly  the  same  num¬ 
ber  of  average  annual  kilowatt  hours  per  customer  that  he 
had.  In  multiplying  the  annual  revenue  per  custom- 

1975  er  for  the  Residential  Schedule  R  for  1950,  using 
eight  months  actual  and  four  months  estimated,  the 

estimated  coming  from  Pepco ’s  own  work  sheet,  *  ‘  Forecast 
•  of  Customers,  Kilowatt  Hours  and  Revenues  for  the  Twelve 

Months  Ended  June  30,  1951”  I  derived  $11,021,067.96  as 
the  annual  revenues  from  Schedule  R  customers  by  this 
method.  This  has  been  brought  over  to  the  first  column  on 
page  1  for  the  year  1950.  In  the  next  column  are  the  actual 
or  estimated  revenues.  In  this  case,  of  course,  this  is  actual 
for  eight  months  and  estimated  for  four  months,  and  as 
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shown  in  the  last  column,  the  excess  of  $169,197  in  that  year 
based  on  the  comparison  of  the  two  methods. 

For  the  year  1951 1  have  also  taken  the  figures  furnished 
to  me  of  average  annual  kilowatt  hours  per  customer,  also 
the  average  revenue  rate  per  kilowatt  hour  and  the  annual 
revenue  per  customer,  multiplied  the  average  annual  reve¬ 
nue  per  customer  by  the  number  of  residential  customers, 
and  that  is  as  estimated  by  Pepco  for  the  year  1951,  and 
have  derived  annual  revenues  totaling  $11,385,221.25.  That 
has  been  brought  over  to  the  first  page,  rounded  off  to  the 
nearest  dollar.  Compared  to  that  is  the  figure  that  I  have 
shown  on  page  2  of  Exhibit  87  of  $11,249,632,  and  it  will  be 
observed  that  although  I  disagree  with  the  method  that  Mr. 
Harrison  has  proposed  or  has  expounded  in  these  ques¬ 
tions,  if  I  had  used  his  method  I  would  have  derived 

1976  additional  estimated  revenues  of  $135,589  for  the 
year  1951  over  the  amount  that  I  had  estimated. 

Q.  Now,  what  would  have  happened  if  you  had  compared 
the  estimate  by  Pepco  for  the  year  1951?  A.  As  shown  by 
that  footnote,  if  the  amount  of  $11,215,500,  which  was  the 
amount  estimated  by  Pepco  for  the  year  1951  from  resi¬ 
dential  sales,  was  substituted  for  this  amount  that  I  esti¬ 
mated  of  $11,249,832,  the  excess  amount  computed  by  the 
method  used  by  the  counsel  for  the  Public  Utilities  Com¬ 
mission  of  the  District  of  Columbia  would  be  $169,721.25. 

Q.  Now,  Mr.  Harvey,  throughout  your  cross-examination 
there  has  been  repeated  reference  to  the  effect  of  increased 
consumption  on  the  average  revenue  per  kilowatt  hour.  Do 
you  recall  those  questions,  generally?  A.  Yes,  sir. 

Q.  Have  you  prepared  in  exhibit  form  a  series  of  illus¬ 
trations  showing  that  effect  ?  A.  Yes,  sir.  I  have  prepared 
some  exhibits  showing  the  effect  of  what  increases  may  be, 
but  not  necessarily  decreases  in  the  average  revenue  rate. 

Q.  Have  you  prepared  an  exhibit  which  illustrates  the 
increases  in  average  kilowatt  hour  consumption  per  Sched¬ 
ule  R  customers  where  the  average  revenue  rate  per 

1977  kilowatt  hour  also  increases?  A.  Yes,  sir. 


Mr.  Myse:  I  ask  to  have  identified  as  Exhibit  91 
the  exhibit  just  described. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  91  was  marked  for 
identification. ) 

By  Mr.  Myse: 

Q.  Mr.  Harvey,  will  yon  explain  Exhibit  91,  please? 
A.  Yes,  sir.  This  exhibit  has  been  prepared  to  illustrate  the 
fact  that  increases  in  the  average  consumption  per  customer 
does  not  necessarily  decrease  the  average  revenue  rate  per 
kilowatt  hour  and  in  effect  may  even  increase  the  average 
revenue  rate  per  kilowatt  hour. 

Under  Part  A  of  the  exhibit,  we  assume  that  during  No¬ 
vember  1950  Pepco  has,  in  the  first  group,  6000  Schedule  R 
customers  using  20  kilowatt  hours  per  customer  per  month. 
The  total  kilowatt  hour  consumption  is  120,000  for  the 
month  of  all  customers.  The  total  amount  of  the  monthly 
bills  is  $4S00.  In  the  second  group  we  have  6000  more 
Schedule  R  customers  using  180  kilowatt  hours  per  cus¬ 
tomer  per  month,  and  the  total  consumption  for  the  month 
of  this  group  is  1,080,000  kilowatt  hours.  The  total  amount 
of  the  monthly  bills  is  $25,560.  The  totals  of  both  groups 
are  1,200,000  kilowatt  hours  and  the  total  of  monthly  bills 
is  $30,360. 

Now,  the  average  kilowatt  hour  consumption  per 
1978  customer  of  these  12,000  customers  is  100  kilowatts. 

The  average  revenue  rate  per  kilovratt  hour  sold,  by 
taking  the  total  of  the  monthly  bills  and  dividing  it  by  the 
kilowatt  hour  consumption  for  the  month,  produces  an 
average  revenue  rate  per  kilowatt  hour  sold  of  2.53  cents. 

In  the  second  group,  B,  we  assume  that  a  year  from  now, 
in  November  1951,  both  groups  of  these  Schedule  R  cus¬ 
tomers  increase  their  consumption  by  20  kilowatt  hours 
per  individual  customer,  so  that  we  have  the  same  factor 
of  increase  entering  into  both  groups.  We  take  that  and 
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we  find  that  that  produces  240,000  kilowatt  hours  of  con¬ 
sumption  per  month  and  total  monthly  bills  of  $9600  for 
the  first  group.  For  the  second  group,  the  total  kilowatt 
hour  consumption  would  be  1,200,000  and  the  total  monthly 
bills  would  be  $27,840.  The  totals  of  both  groups,  1,440,000 
kilowatt  hours  and  $37,440  in  monthly  bills.  This  is  an 
average  kilowatt  hour  consumption  per  customer,  as  we  will 
see,  of  120  kilowatt  hours,  because  each  customer  is  in¬ 
creased  by  20  kilowatt  hours  over  the  corresponding  month 
with  which  it  is  being  compared,  and  the  average  revenue 
rate  per  kilowatt  hour  sold,  by  dividing  the  total  of  the 
monthly  bills  by  the  number  of  kilowatt  hours,  is  2.60  cents, 
or  an  increase  of  seven-hundredths  of  a  cent  rather  than  a 
decrease. 

Q.  Mr.  Harvey,  have  you  prepared  another  exhibit  fur¬ 
ther  illustrating  this  matter,  showing  increases  in 
1979  average  kilowatt  hour  consumption  for  Schedule  SC 
customers  where  the  average  revenue  rate  per  kilo¬ 
watt  hour  also  increases?  A.  Yes,  sir. 

Mr.  Myse:  I  ask  to  have  marked  as  Exhibit  92  the 
document  just  described. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  92  was  marked  for 
identification. ) 

By  Mr.  Myse : 

Q.  Mr.  Harvey,  will  you  explain  Exhibit  92.  A.  Yes, 
sir.  This  is  a  similar  exhibit  to  Exhibit  91  except  that  we 
have  taken  here  a  group  of  customers  under  the  Schedule 
Small  Commercial,  SC,  customers,  showing  that  although 
the  average  kilowatt  hour  consumption  per  month  increases, 
the  average  revenue  rate  per  kilowatt  hour  also  increases 
rather  than  decreases. 

We  have  assumed,  in  Part  A  of  this  illustration,  that 
Pepco  has,  for  November  1950,  1000  Schedule  SC  custom¬ 
ers  using  20  kilowatt  hours  per  customer  per  month,  con¬ 
suming  20,000  kilowatt  hours,  totalling  $800  worth  of 
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monthly  bills.  In  Item  2, 1000  Schedule  SC  customers,  using 
250  kilowatt  hours  per  month,  consume  250,000  kilowatt 
hours,  $7000  total  of  monthly  bills.  The  totals  of  both 
groups,  270,000  kilowatt  hours,  total  of  monthly  bills, 
$7,800. 

1980  It  will  be  seen  by  dividing  the  total  of  the  monthly 
bills  by  the  kilowatt  hour  consumption,  that  we  have 

here  an  average  revenue  rate  per  kilowatt  hour  sold  of  2.89 
cents  and  an  average  kilowatt  hour  consumption  per  cus¬ 
tomer,  by  dividing  the  total  consumption  of  all  customers 
by  the  number  of  customers,  of  135  kilowatt  hours. 

In  Part  B  of  this  illustration,  assuming  that  a  year  from 
now,  in  November  1951,  consumption  of  each  of  these  cus¬ 
tomers  increases  by  30  kilowatt  hours  over  November  1950 
— here  in  Item  1  of  Part  B  we  have  1000  Schedule  SC  cus¬ 
tomers  with  the  increase  from  twenty  by  thirty,  totalling 
50,000  kilowatt  hours,  total  of  $2000  of  monthly  bills. 

In  Item  2  we  have  1000  Schedule  SC  customers  who  for¬ 
merly  used  250  kilowatt  hours  now  using  280  kilowatt  hours 
per  customer  per  month,  totalling  280,000  kilowatts  and 
$7,670  of  monthly  bills.  The  totals  of  both  of  these  groups 
are  330,000  kilowatt  hours  of  consumption  and  $9,670  of 
monthly  bills. 

This,  we  will  see,  amounts  to  an  increase  in  average  con¬ 
sumption  per  customer  of  from  135  in  November  1950  to 
165  in  November  1951,  and  the  average  revenue  rate  per 
kilowatt  hour  sold  has  increased  from  2.89  cents  to  2.93 
cents  rather  than  decreasing. 

Q.  Mr.  Harvey,  have  you  prepared  another  exhibit  furth¬ 
er  illustrating  this  point  showing  increases  in  aver- 

1981  age  kilowatt  hour  consumption  per  Schedule  R  cus¬ 
tomers  where  the  average  revenue  rate  for  each  cus¬ 
tomer  decreases  but  nevertheless  the  average  revenue  rate 
for  all  customers  increases?  A.  Yes,  sir. 

Mr.  Myse:  I  ask  to  have  the  document  just  described 
marked  as  Exhibit  93. 
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Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  93  was  marked  for 
identification.) 

By  Mr.  Myse: 

Q.  First  of  all,  Mr.  Harvey,  I  note  an  ink  correction  on 
Item  2  of  Part  B  of  Exhibit  93.  Will  you  explain  that  cor¬ 
rection.  Is  that  a  typographical  error?  A.  These  ex¬ 
hibits  were  prepared  rather  hurriedly  since  the  last  cross- 
examination  on  Friday  and  there  is  a  typographical  error 
in  that  figure  under  Part  B,  Item  2.  The  column  headed 
“Average  Revenue  Per  KWH”  shows  2.39  cents  as  the 
typed  figure.  That  is  incorrect  and  it  should  be  2.33  cents. 

Q.  Has  that  correction  been  made  on  the  original  and 
most  of  the  copies?  A.  All  of  the  copies,  I  believe,  have 
been  so  corrected. 

Q.  Now,  will  you  explain  Exhibit  93.  A.  Yes,  sir. 
1982  This  is  an  illustration  of  the  same  points  brought 
out  in  Exhibits  91  and  92,  with  two  further  facts. 

In  this  case,  we  not  only  have  the  average  kilowatt  hour 
consumption  per  customer  increasing,  but  every  individual 
customer  in  this  illustration  receives  a  decrease.  Yet  the 
average  revenue  rate  per  kilowatt  hour  for  the  group  in¬ 
creases  over  the  previous  amount. 

Now,  this,  I  want  to  emphasize,  is  in  spite  of  the  fact 
that  after  the  increase,  all  of  the  customers  are  in  groups 
lower  than  the  highest  block  rates  for  their  schedule. 

In  Part  A  here  we  have  an  assumption  that  during  No¬ 
vember  1950  Pepco  has  1000  Schedule  R  customers  using 
20  kilowatt  hours  per  customer  per  month,  average  revenue 
per  kilowatt  hour  of  4  cents,  total  kilowatt  hour  consump¬ 
tion  of  20,000  and  total  of  monthly  bills  of  $800.  Under  > 
Item  2,  we  have  another  group  of  1000  Schedule  R  custom¬ 
ers  using  170  kilowatt  hours  per  customer  per  month  with 
an  average  revenue  per  kilowatt  hour  of  2.39  cents,  total 
kilowatt  hour  consumption  of  170,000,  and  total  of  monthly 
bills  for  the  group  of  $4,070.  This  results  in  a  total  aver- 
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age  revenue  per  kilowatt  hour  for  the  group  of  2.56  cents, 
total  kilowatt  hour  consumption  of  190,000  and  total  of 
monthly  bills  of  $4,870.  In  Item  4  you  will  note  the  average 
kilowatt  hour  consumption  per  customer  is  95. 

Now,  for  November  1951  we  assumed  that  these  same 
customers  have  increased  their  consumption  25  kilo- 

1983  watt  hours  per  month.  Now,  with  this  increase,  as 
I  have  mentioned  previously,  we  now  have  all  of  the 

customers  in  the  third  block  rate  for  the  residential  Sched¬ 
ule  R  customers.  We  have  here  the  first  group  of  1000 
who  were  formerly  taking  20  kilowatt  hours  per  customer 
per  month  now  taking  45  kilowatt  hours,  an  average  reve¬ 
nue  per  kilowatt  hour  which  decreases  for  each  and  every 
customer  in  that  group  from  4  cents  to  3.77  cents  per  kilo¬ 
watt  hour.  The  total  kilowatt  hour  consumption  for  this 
group  is  45,000  for  the  month  and  total  monthly  bills  of 
$1,695. 

Now,  the  second  item  is  1000  Schedule  R  customers  using 
195  kilowatt  hours  per  customer  per  month,  an  increase  of 
25  over  the  previous  group  who  are  now  paying  an  average 
revenue  per  kilowatt  of  2.33  cents,  formerly  paid  2.39  cents, 
total  kilowatt  hour  consumption  of  195,000,  and  total  of 
monthly  bills  of  $4,545. 

The  totals  for  all  customers  in  the  group,  in  both  groups 
— we  have  an  average  revenue  per  kilowatt  hour  of  2.60 
as  compared  to  a  previous  average  total  of  2.56,  in  spite  of 
the  fact  that  every  individual  customer  has  received  a  de¬ 
crease  in  the  average  revenue  rate  per  kilowatt  hour,  which 
he  has  paid.  The  total  kilowatt  hour  consumption  is  240,- 
000  and  the  total  of  the  monthly  bills  is  $6,240.  There  again 
we  see  the  average  kilowatt  hour  consumption  per  custom¬ 
er  has  increased  from  95  to  120. 

1984  Q.  Mr.  Harvey,  in  your  cross-examination  by  Mr. 
Harrison,  there  was  some  discussion  as  a  result  of 

the  fact  that  you  did  not  break  down  certain  groups  of  com¬ 
mercial  and  industrial  customers.  Do  you  recall  that  cross- 
examination  in  general?  A.  Yes,  sir. 
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Q.  In  this  morning’s  cross-examination,  and  last  Fri¬ 
day’s  cross-examination  also,  I  believe,  there  was  some 
reference  to  a  comparison  of  Pepco’s  estimated  revenue 
rates  per  kilowatt  hour  with  the  actual  revenue  rates  for 
recent  months.  Have  you  prepared  a  statement  in  exhibit 
form  which  shows  those  facts?  A.  Yes,  sir. 

Mr.  Myse:  I  ask  to  have  marked  for  identification  as 
Exhibit  94  the  document  I  just  described. 

Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  94  was  marked  for 
identification.) 

By  Mr.  Myse : 

Q.  Is  the  statement  which  has  been  marked  Exhibit  94 
for  identification  the  statement  you  just  mentioned,  Mr. 
Harvey?  A.  Yes,  sir. 

Q.  Now,  I  believe  you  did  give  the  figures  appearing 
under  the  column  “Under-Estimate  of  Revenue  per 
1985  KWH”  in  this  morning’s  cross-examination  by  Mr. 
Means.  A.  Yes,  sir. 

Q.  The  other  columns  show  how  that  was  derived?  A. 
This  first  section  here — I  believe  I  only  mentioned  the  total 
sale  of  electric  energy,  the  discrepancies  in  that,  in  my  ex¬ 
planation  this  morning,  and  that  is  the  first  section  here 
where  we  have  July,  August  and  September  and  I  have 
listed  in  the  first  column  the  estimated  revenue  rates  per 
kilowatt  hour  according  to  Pepco ’s  own  work  sheet  entitled 
“Forecast  of  Customers,  Kilowatt  Hours  and  Revenues 
for  the  Twelve  Months  Ending  June  30,  1951”  Work  Sheet 
A-2,  which  was  furnished  to  me  as  supporting  in  part  Ex¬ 
hibit  12,  which  was  introduced  by  Potomac  Electric  Power 
Company. 

In  the  next  column  I  have  listed  the  actual  revenue  rates 
per  kilowatt  hour,  and  it  will  be  observed  by  the  differences 
in  the  last  column  that  for  July  1950  the  actual  revenue 
rate  per  kilowatt  hour  is  .044  cents  higher  than  estimated 


608 


by  Potomac  Electric  Power  Company.  For  August,  the 
actual  revenue  rate  per  kilowatt  hour  is  1.581  or  .040  cents 
per  kilo-watt  hour  higher  than  estimated  by  Potomac  Elec¬ 
tric  Power  Company.  For  September  1950,  the  actual 
revenue  rate  per  kilowatt  hour  is  1.613  cents,  or  .020  cents 
per  kilowatt  hour  higher  than  estimated  by  Potomac  Elec¬ 
tric  Power  Company. 

Now,  a  simple  average  of  these  three  months  to 

1986  get  an  indication  of  the  trend  there  is  1.564  cents, 
Pepco ’s  estimated  revenue.  The  actual  revenue  rate 

per  kilowatt  hour  is  1.599  cents,  the  under-estimate  being 
.035  cents  per  kilowatt  hour — Pepco ’s  estimate  being  under 
the  actual  by  that  amount. 

Q.  Now,  does  Exhibit  94  also  show  comparable  data  for 
commercial  and  industrial  sales  as  estimated  by  Pepco 
and  the  actual  revenue  rates  per  kilowatt  hour  ?  A.  I  have 
selected  that  out  because  it  is  by  far  the  largest  consump¬ 
tion  class  of  any  of  the  classes,  to  illustrate  that  this  dif¬ 
ference  is  even  greater  for  the  commercial  and  industrial 
sales  for  these  three  months.  It  will  be  noted  by  comparison 
of  the  three  columns  that  we  have  .043  cents  under-estimate 
for  July  1950,  .054  cents  under-estimate  for  August  1950, 
.041  cents  under-estimate  for  September  1950  and  an  aver¬ 
age  of  .046  cents  under-estimate  for  the  three  months. 
*#••••**• 

1987  Q.  Mr.  Harvey,  what  do  you  think,  in  your  opin¬ 
ion,  Exhibit  91  to  93  inclusive  show?  A.  They  in¬ 
dicate  to  me  that  there  cannot  be  any  positive  conclusion 
drawn  that  when  a  particular  customer  increases  his  aver¬ 
age  use  per  kilowatt  hour  that  the  average  revenue  rate 
for  all  customers  in  that  group  is  going  to  decrease.  In 
fact,  it  may  even  increase,  as  these  illustrations  show.  Par¬ 
ticularly,  as  I  mentioned  once  before,  I  believe — I  haven’t 

made  an  illustration — but  in  this  large  commercial 

1988  group  for  1951,  I  want  to  emphasize  again  that  al¬ 
though  the  highest  block  rate  is  50,000  kilowatt 
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hours  for  that  group,  the  average  consumption  per  cus¬ 
tomer  is  only  12,876,  according  to  the  Potomac  Electric 
Power  Company’s  estimates,  which  certainly  leaves  lots 
of  room  for  increase  from  12,876  to  50,000,  before  they 
even  begin  to  get  into  a  lower  block  rate. 

As  I  stated,  these  exhibits  lead  me  to  this  conclusion. 
Now,  contrary  to  Mr.  Harrison’s  statement,  I  actually  knew 
of  the  increase  in  this  average  use  per  kilowatt  hour  and 
I  believe  I  pointed  that  out  in  the  record  at  the  time.  But 
due  to  the  facts  shown  by  these  exhibits,  plus  the  fact  that 
for  the  three  months  for  which  comparisons  are  actually 
available  to  compare  actual  results  with  Potomac  Electric 
Power  Company’s  forecast,  we  see  that  the  average  revenue 
rate  per  kilowatt  hour  is  under-estimated,  and  it  is  my 
opinion,  that  that,  together  with  the  fact  that  it  is  reason¬ 
able,  in  my  opinion,  also  to  assume  that  the  majority  of 
the  increase  in  1951  is  going  to  come  from  new  customers 
who  will  certainly  take  their  first  kilowatt  hours,  or  addi¬ 
tional  customers,  we  \frill  say,  will  take  their  first  kilowatt 
hours  at  the  highest  block  rates  together  with  the  fact  that 
of  the  existing  customers,  the  majority  of  the  increase  in 
kilowatt  hour  consumption  will  come  from  present  low- 
consumption  individual  consumers  who  will  tend  to  raise 
the  average  rather  than  pull  it  down,  as  illustrated 
1989  in  these  exhibits. 

And  for  these  reasons,  I  felt  that  any  possible 
trend  for  a  decrease  from  1950  to  1951  would  be  offset  by 
the  fact  that  the  average  that  I  have  used  for  1950,  these 
facts,  together  with  the  fact  that  according  to  the  trend 
indicated  by  Pepco’s  estimates,  we  have  actually  overstated 
1950  average  revenue  rates  per  kilowatt  hour  in  my  Exhibit 
87. 

Q.  Well,  now,  Mr.  Harvey,  in  connection  with  the  cross- 
examination  by  Mr.  Harrison  of  you  related  to  your  Ex¬ 
hibit  87,  there  was  some  criticism  because  there  was  no 
breakdown  of  the  commercial  and  industrial  customers  be¬ 
tween  various  groups.  Now,  have  you  prepared  a  revision 


of  Exhibit  87  with  such  a  breakdown  together  with  certain 
other  adjustments?  A.  Yes,  sir,  I  have,  after  that  data 
was  called  to  my  attention  by  Mr.  Harrison.  I  have  recom¬ 
puted  the  exhibit  and  made  other  adjustments  which  I  feel 
correctly  restate  the  exhibit  as  it  should  be  stated. 

Mr.  Myse :  Mr.  Chairman,  I  ask  to  have  marked  for  iden¬ 
tification  as  Exhibit  87 A  the  document  which  has  just  been 
referred  to. 

Chairman  Flanagan :  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  87 A  was  marked  for 
identification. ) 

By  Mr.  Myse : 

1990  Q.  Mr.  Harvey,  will  you  explain  Exhibit  87 A,  con¬ 
sisting  of  seven  pages.  A.  Yes,  sir.  Just  before  get¬ 
ting  into  that,  there  is  one  point  I  would  like  to  emphasize 
in  connection  with  the  exhibits  I  have  just  covered.  That 
is,  using  Pepco’s  own  estimates  of  kilowatt  hour  consump- 
tion  for  1951,  new  customers  or  additional  customers  on 
the  average  will  account  for  more  than  33,600,000  kilowatt 
hours  of  the  increase  over  1950,  or  more  than  17  percent 
of  the  total  kilowatt  hour  increase. 

Q.  Now,  will  you  explain  Exhibit  87 A,  please.  A.  There 
is  one  other  point  in  connection  with  that  I  would  like  to 
bring  out,  too.  That  is  this.  The  footnote  on  Exhibit  12, 
which  was  introduced  by  Potomac  Electric  Power  Com¬ 
pany,  page  8  of  the  exhibit - 

Mr.  Harrison:  Has  Mr.  Harvey  entered  an  appearance 
for  Capital  Transit  Company  in  this  case? 

Mr.  Myse:  I  don’t  believe  so,  and  I  don’t  think  he  would. 
Will  you  proceed  with  your  explanation,  Mr.  Harvey. 

The  Witness :  Page  8  of  Exhibit  12  contains  a  statement 
that  the  pricing  of  additional  kilowatt  hours  is  at  the  lower 
block  rates.  Now,  it  is  my  opinion  that  it  is  entirely  un¬ 
reasonable  and  contrary  to  the  known  facts  to  assume  that 
the  increase  in  kilowatt  hours  in  1951  will  be  entirely  among 
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the  customers  who  are  in  the  lower  block  rates,  so  far 

1991  as  prices  are  concerned. 

Now,  to  get  to  Exhibit  87 A,  I  would  like  to  start 
with  page  7  of  the  exhibit.  This  exhibit  is  based  on 
the  same  method  and  theory  that  applied  in  the  original 
Exhibit  87  with  two  other  adjustments  plus  the  conversion 
of  the  grouping  of  commercial  and  industrial  sales  which  I 
did  because  at  the  time  I  was  not  aware  that  the  breakdown 
of  that  group  was  available  to  me,  until  it  was  called  to  my 
attention  by  Mr.  Harrison  in  connection  with  work  sheets 
underlying  an  exhibit  that  had  to  do  with  political  juris¬ 
diction  allocations. 

X  have  reworked  this  page.  The  exhibit  is  exactly  the 
same  as  Page  4  of  Exhibit  87  except  for  the  breakdown  of 
that  commercial  and  industrial  to  the  individual  groups. 
The  total  dollars  of  revenue,  estimated  revenue,  estimated 
kilowatt  hour  sales  and  estimated  revenue  per  kilowatt 
hour  are  the  same.  These  factors  for  residential,  street 
and  highway  lighting,  other  electric  utilities,  railroads  and 
railways  are  the  same. 

This  is  prepared  on  the  eight  months  actual  and  four 
months  estimated  basis  which  is  the  same  basis  used  by  Mr. 
McElfresh  in  his  Exhibit  46. 

Q.  That  four  months  estimated  is  subject  to  the  same 
errors  that  you  have  referred  to  in  connection  with  Ex¬ 
hibit  94,  is  it  not?  A.  That  is  right,  and  that  is  the 

1992  reason  I  did  not  make  any  adjustment — one  of  the 
reasons,  along  with  the  many  others  I  have  cited — 

of  the  computed  figure  for  this  so-called  tendency  for  the 
average  revenue  rate  to  decrease  per  customer. 

Q.  Will  you  continue  with  your  explanation  of  Exhibit 
87A.  A.  The  breakdown  of  this  commercial  and  industrial 
class  between  small  commercial,  large  commercial,  high 
voltage,  Naval  Powder  Factor  and  Pentagon  on  page  7  is 
taken  from  Exhibit  85  in  PUC  Formal  Case  No.  402,  which 
is  this  case.  The  four  months  estimated  figures  are  from 
Pepco’s  worksheet  entitled  “Forecast  of  Customers,  Kilo- 
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watt  Hours  and  Revenue”  furnished  by  Pepco  as  the  work 
sheet  basis  for  Exhibit  No.  12,  and  the  actual  figures  for 
the  first  eight  months  period  from  January  1  to  August  31  < 

are  from  the  Potomac  Electric  Power  Company’s  August 
1950  report  on  file  with  this  Commission. 

Now,  page  6  of  this  exhibit  is  based  on  the  same  method 
as  page  3  of  Exhibit  87,  except  again  for  the  breakdown 
of  the  commercial  and  industrial  class  between  the  three  H 
groups  of  customers  and  the  two  individual  customers  in 
that  class,  the  two  higher  consumption  individual  cus¬ 
tomers. 

The  total  of  the  estimated  revenue,  the  estimated  kilowatt  , 

hour  sales,  the  estimated  revenue  per  kilowatt  hour,  are 

based  on  the  information  taken  from  the  Potomac  4 
1993  Electric  Power  Company’s  own  estimates. 

Now,  on  page  5  of  this  exhibit  I  have  introduced 
another  adjustment  which  results  from  the  fact  that  Mr. 
Harrison  questioned  me  about  kilowatt  hour  sales.  He 
asked  whether  I  had  any  question  regarding  the  kilowatt 
hour  sales  that  Pepco  estimated  for  1951  and  I  said  that  I 
did.  So  I  have  made  an  adjustment  for  that.  To  get  that 
adjustment,  I  have  taken  the  1949  Federal  Power  Commis¬ 
sion  Form  12  Report  filed  by  the  Potomac  Electric  Power 
Company,  which  shows  the  net  kilowatt  hours  generated 
actual  for  the  year  1949  as  2,215,841,000  kilowatt  hours. 

Page  91  of  the  Pepco  FPC  1949  Form  1  Report  also  shows  * 
kilowatt  hour  sales  of  2,074,694,760  or  93.6  percent  of  the 
net  kilowatt  hours  generated.  This  figure  of  kilowatt  hour 
sales  has  also  been  verified  to  the  Pepco  report  on  file  with 
this  Commission  for  1949. 

The  kilowatt  hour  losses  which  are  shown  is  the  differ-  * 
ence  between  kilowatt  hour  sales  and  net  kilowatt  hours 
generated,  which  shows  141,164,240  kilowatt  hours  differ¬ 
ence  between  net  generated  and  sales,  or  6.4  percent  losses. 

Now,  I  have  taken  in  the  next  section,  entitled  “  Pepco ’s 
Estimate  for  1951,”  where  Pepco  has  estimated  its  fuel 
and  interchange  costs  for  the  year  1951,  Work  Sheet  No. 
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D-8,  on  which  they  show  net  kilowatt  hours  generated 

1994  of  2,631,000,000.  Now,  this  work  sheet,  D-8,  is  en¬ 
titled  “1951  Estimated  Fuel  and  Interchange  Costs” 

and  it  is  one  of  the  basic  work  sheets  supporting  Pepco’s 
Exhibit  No.  12.  Pepco’s  estimated  kilowatt  hour  sales  are 
the  figures  that  we  have  talked  about  before,  taken  from 
Pepco  Work  Sheet  D-l  entitled  “Forecast  of  Customers, 
Kilowatt  Hours  and  Revenue,”  again  being  one  of  the 
basic  work  sheets  supporting  Potomac  Electric  Power 
Company’s  Exhibit  No.  12,  totalling  2,399,304,000,  or  only 
91.2  percent  of  the  net  kilowatt  hours  generated,  as  com¬ 
pared  to  93.6  percent  actual  for  1949. 

Kilowatt  hour  losses,  the  difference  between  net  gener¬ 
ated  and  kilowatt  hour  sales,  is  231,696,  or  losses  estimated 
by  Potomac  Electric  Power  Company  of  8.8  percent,  as 
compared  to  only  6.4  percent  actual  for  the  year  1949. 

In  the  last  section  of  this,  I  have  shown  how  I  arrive  at 
an  adjustment  which  will  be  used  later  in  the  number  of 
kilowatt  hour  sales  for  the  year  1959. 

Q.  That  is  the  last  section  of  page  5  of  Exhibit  87 A.  A. 
Page  5  of  Exhibit  87A,  yes,  sir. 

Q.  Will  you  explain  how  you  arrived  at  that  figure  for 
adjustment  of  kilowatt  hour  sales.  A.  I  have  taken  the 
estimated  net  kilowatt  hours  generation  for  1951,  as  esti¬ 
mated  by  Potomac  Electric  Power  Company  for  the  pur¬ 
poses  of  estimating  expenses  of  fuel  and  interchange, 

1995  which  is  2,631,000,000,  and  have  multiplied  it  by  the 
ratio  of  kilowatt  hour  sales  to  net  generation,  which 

was  the  actual  for  1949  as  shown  by  the  two  FPC  reports 
listed  above,  which  is  93.6  percent,  and  have  arrived  at  an 
adjusted  estimate  of  kilowatt  hour  sales  of  2,462,616,000, 
which,  after  subtracting  the  amount  of  kilowatt  hour  sales 
estimated  by  Potomac  Electric  Power  Company  for  1951 
of  2,399,304,000,  gives  us  an  adjustment  of  kilowatt  hour 
sales  to  be  added  to  Pepco’s  1951  estimate  of  63,312,000. 

Q.  How  do  you  use  the  63,312,000?  A.  These  additional 
kilowatt  hours  were  used  on  page  4  of  the  exhibit  to  adjust 
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Potomac  Electric  Power  Company’s  estimated  kilowatt  hour 
sales.  In  that  connection,  I  wdsh  to  bring  out  the  fact  that 
for  the  month  of  October  1950,  the  Potomac  Electric  Power 
Company  kilowatt  hour  sales  which  were  estimated  to  have 
been  176,376,000,  have  been  reported  as  185,048,422. 

Now,  multiplying  that  additional  amount  of  kilowatt  hour 
sales  of  8,672,422  for  the  month  of  October  over  the  amount 
estimated  by  Potomac  Electric  Powder  Company  at  the  aver¬ 
age  rate  for  the  total  of  kilowatt  hours  and  total  for  reve¬ 
nue,  w’e  come  up  with  an  under-estimate  of  revenue  dollars 
for  the  year  October  1950  of  approximately  143,000  addi¬ 
tional  dollars. 

Q.  That  is  for  the  month  of  October,  not  the  year. 
1996  A.  The  month  of  October  1950.  Now,  also  it  was 
reported  that  the  gains  in  residential  sales,  which 
is  one  of  the  highest  average  revenue  rate  classes  of  sales, 
led  this  rise  in  kilowatt  hour  sales,  which  would,  of  course, 
have  a  tendency  again  to  increase  the  average  of  the  kilo¬ 
watt  hour  sales  for  the  month  of  October. 

Q.  The  average  revenue  per  kilowatt  hour  sales?  A. 
The  average  revenue  rate  per  kilowatt  hour  for  the  month 
of  October. 

Q.  Will  you  continue  with  Exhibit  87 A. 

Commissioner  Spencer:  When  you  say  increase,  you 
mean  increase  over  what? 

The  Witness :  Their  estimated  amount  of  kilowatt  hours 
of  176,376,000  is  the  estimated  figure  and  the  actual  is  185,- 
048,422,  or  an  excess  of  8,672,422,  or  5  percent. 

Now,  I  would  like  to  point  out  in  that  connection  that 
this  adjustment  of  63,312,000  is  an  adjustment  of  only  ap¬ 
proximately  2.2  percent  over  the  amount  which  has  been 
estimated  by  Potomac  Electric  Power  Company  for  the  year 
1951,  which  is  less  than  half  of  the  amount  of  the  difference 
for  the  month  of  October  over  the  estimated  figure. 

To  get  back  to  the  application  of  this  adjustment  of  63,- 
312,000,  I  have  listed  on  page  4  each  of  the  various  classes 
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of  sales  of  electric  energy  and  have  broken  the 

1997  commercial  and  industrial  class  down  again  between 
the  three  individual  groups  of  customers  and  the  two 

individual  customers  in  that  class  and  have  shown  the  per¬ 
centage  distribution  to  the  total. 

In  order  not  to  distort  in  any  way  the  average  figures 
that  would  be  arrived  at  by  the  method  that  has  been  ap¬ 
plied,  I  have  taken  this  total  adjustment  and  have  allo¬ 
cated  it  to  each  of  the  classes  and  individual  groups  and 
individual  customers  within  groups  back  to  the  various 
classes  and  the  percentage  that  the  individual  class  group 
or  individual  customer  bears  to  the  total  kilowatt  hours 
estimated  originally  by  Potomac  Electric  Power  Company 
for  the  year  1951,  and  in  the  last  column  come  up  with  the 
total  revised  estimated  kilowatt  hour  sales  for  the  year. 
This  total  adjustment  of  2,462,616,000,  it  will  be  seen,  is  the 
same  as  the  item  on  page  5,  and  this  amount  of  63,312,000 
is  also  brought  forth  from  page  5. 

Q.  Now,  refer  to  page  3  and  explain  that  sheet  of  Exhibit 
87A.  A.  To  get  to  page  3,  this  is  a  similar  illustration 
to  the  one  which  was  presented  on  page  2  of  Exhibit  87, 
except  again  I  have  taken  the  commercial  and  industrial 
class  and  broken  it  down  to  the  three  groups  of  customers 
and  the  two  individual  customers  in  that  class  using  the 
revenue  rates  per  kilowatt  hour  for  1950  after  ad- 

1998  justing  for  the  fuel  clause  adjustment  in  large  com¬ 
mercial  and  high  voltage. 

I  would  like  to  point  out  in  that  conection,  when  Mr.  Har¬ 
rison  asked  me  whether  I  thought  that  the  average  for  the 
commercial  and  industrial  sale  would  increase  if  it  was 
broken  down  by  groups,  that  was  based  on  two  statements, 
one  of  which  I  explained  at  the  time  the  question  was  made, 
and  that  was  this.  Substantial  increases  took  place  in  small 
commercial  and  large  commercial  which,  it  will  be  seen,  are 
well  above  the  average  for  the  whole  class,  at  the  same  time 
that  the  high  voltage  increase  took  place.  Also,  and  very 
important  in  this  connection,  I  applied  the  fuel  clause  ad- 
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justment  to  the  total  of  the  commercial  and  industrial  sale 
class  of  customers,  when  the  small  commercial  group  have 
no  fuel  clause  in  their  schedule.  It  was  my  opinion  that 
these  factors,  together  with  the  elements  of  the  fuel  clause 
and  the  small  commercial,  when  the  small  commercial 
breakdown  was  available  after  he  brought  that  to  my  atten¬ 
tion,  might  possibly  increase  the  average  for  the  class. 

I  have  multiplied  out  these  estimated  kilowatt  hour  sales 
as  adjusted  on  page  4  of  this  exhibit  by  the  average  reve¬ 
nue  rates  per  kilowatt  hour  for  1950,  after  giving  effect 
to  this  fuel  clause  adjustment  as  pointed  out  in  Footnote 
(b),  and  have  come  up  with  estimated  revenue  for  the 
1999  year  1951  of  $40,404,030,  which  has  been  brought 
forward  on  page  1  of  the  exhibit  as  Item  1,  adjusted 
estimate  of  revenue  of  Pepco  for  the  calendar  year  1951. 

Q.  Will  you  explain  the  balance  of  page  1  of  Exhibit  87 A 
with  reference  also  to  page  2  of  that  same  exhibit  where  nec¬ 
essary.  A.  Yes.  Item  2  on  page  1,  I  have  followed  the 
same  method  as  shown  in  the  original  exhibit  87,  deducting 
the  estimated  revenues  from  sales  of  electric  energy  for 
1951  presented  by  Potomac  Electric  Power  Company  of 
$38,830,500,  and  have  arrived  at  a  deficiency  in  revenue 
from  sales  of  electric  energy  as  estimated  by  Potomac  Elec¬ 
tric  Power  Company  of  $1,573,530. 

Now,  if  you  will  turn  back  to  page  2  of  the  exhibit,  this 
page  illustrates  another  adjustment  which  was  not  taken 
into  account  in  the  exhibit  that  I  presented  as  Exhibit  87. 
This  is  for  other  electric  revenues.  This  adjustment  is 
arrived  at  by  taking  a  comparison  of  Potomac  Electric 
Power  Company’s  budgeted  amounts  with  the  actual  reve¬ 
nues  reported  as  other  electric  revenues  for  the  first  nine 
months  of  1950. 

Item  1  shows  other  electric  revenue,  actual  for  the  first 
nine  months,  of  1950  of  $377,250;  Item  2  is  other  electric 
revenues  as  budgeted  by  Potomac  Electric  Power  Company 
for  the  first  nine  months  of  1950,  and  the  last — and  that 
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budgeted  figure,  incidentally,  is  explained  in  the 

2000  work  sheets  as  the  method  of  forecast  used  by  the 
company  in  its  estimates,  and  that  amount  is  $357,- 

291,  the  under-estimate  of  other  electric  revenues  in  Pepco’s 
budget  covering  the  first  nine  months  of  1950  being  $19,959, 
or  5.2906  percent. 

Now,  I  have  taken  Potomac  Electric  Power  Company’s 
estimate  of  other  electric  revenues  for  the  year  1951  as 
reflected  on  its  work  sheet,  D-2,  entitled  “Operating  Budget 
Year  1951  Revised  June  5, 1950”  in  the  amount  of  $516,881, 
and  this  amount  was  used  together  with  the  sales  of  electric 
energy  to  obtain  the  total  operating  revenues  in  their  fore¬ 
cast  for  the  year  1951,  that  is  Potomac  Electric  Power  Com¬ 
pany’s  forecast  for  the  year  1951,  in  Exhibit  12. 

Now,  Item  2  is  the  adjustment  which  would  be  added  to 
these  estimated  other  electric  revenues  by  applying  the  per¬ 
centage  adjustment  resulting  from  a  comparison  of  the 
actual  with  budgeted  figures  for  the  first  nine  months  of 

1950  to  obtain  adjusted  estimate  of  other  electric  revenues 
for  the  year  1951  of  $545,755.  That  amount  has  been 
brought  forward  as  Item  4  on  page  1  of  the  exhibit,  and  in 
Item  5  I  have  deducted  from  that  the  amount  of  $516,881, 
which  is  the  amount  estimated  by  Potomac  Electric  Power 
Company  for  the  year,  to  obtain  a  deficiency  in  other  elec¬ 
tric  revenues  as  estimated  by  Potomac  Electric  Power  Com¬ 
pany  for  the  year  1951  of  $28,874. 

2001  Item  7  is  the  total  of  the  deficiency  in  sales  of  elec¬ 
tric  energy  and  other  electric  revenue  for  the  year 

1951  as  estimated  by  Potomac  Electric  Power  Company  of 
$1,602,404. 

Q.  Mr.  Harvey,  as  I  understand  your  explanation  of 
Item  7,  page  1  of  Exhibit  87 A,  that  heading  should  read 
“Deficiency  in  Total  Estimated  Operating  Revenues” 
rather  than  the  way  it  actually  appeared  on  that  exhibit 
A.  Which  item  is  that? 

Q.  Item  7.  A.  Item  7  should  be  “Deficiency  in  Esti¬ 
mated  Total  Operating  Revenue,”  that  is  right. 
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Q.  Now,  Mr.  Harvey,  have  you  prepared  a  revision  of 
Exhibit  88  incorporating  the  figures  that  you  show  on  Ex¬ 
hibit  87  At  A.  Yes,  sir. 

Mr.  Myse :  I  ask  you  to  have  marked  for  identification  as 
Exhibit  88A  the  document  which  has  just  been  referred  to. 

Chairman  Flanagan:  It  may  be  so  marked. 

(Capital  Transit  Exhibit  No.  88A  was  marked  for 
identification. ) 

By  Mr.  Myse : 

Q.  Mr.  Harvey,  my  mimeographed  copy  of  Exhibit  88A 
shows  in  the  footnote  (a)  that  it  refers  to  page  1  of 
2002  Exhibit  87.  As  I  understand  it,  that  should  be  cor¬ 
rected  to  read  Page  1  of  Exhibit  No.  87 A,  is  that 
correct?  A.  That  is  right. 

Q.  Has  that  correction  been  made  on  the  original?  A. 
That  correction  should  be  made.  It  has  not  been  made,  I 
believe. 

Q.  Will  you  explain  Exhibit  88A,  please.  A.  Yes,  sir. 
This  exhibit  again  takes  the  figures  as  presented  in  Exhibit 
46,  the  adjusted  forecast  column  on  page  1,  presents  them 
exactly  as  they  were  presented  in  Exhibit  88.  In  the  second 
column  I  have  adjusted  for  the  under-estimate  of  sales  of 
electric  energy  and  other  electric  revenues  brought  forth 
from  page  1  of  Exhibit  87A  in  the  amount  of  $1,573,530  for 
sales  of  electric  energy,  and  $28,874  for  other  electric  reve¬ 
nues,  a  total  adjustment  of  $1,602,404  in  total  operating 
revenues,  resulting  in  an  increase  in  the  adjusted  forecast 
of  operating  revenues,  total  amount  of  $39,347,381,  as  esti¬ 
mated  by  Potomac  Electric  Power  Company,  to  a  revised 
amount  of  $40,949,785. 

In  Item  9,  income  taxes,  I  have  made  the  adjustment  for 
the  income  tax  by  multiplying  the  adjustment  of  estimated 
revenue  by  the  tax  factor  of  46.7875  and  have  arrived  at 
an  adjustment  in  income  tax,  additional  income  taxes,  of 
$749,725,  adjusting  the  income  taxes  from  $2,876,718,  as 
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adjusted  by  Mr.  McElfresh,  to  a  new  figure  of  $3,626,- 
443. 

►  2003  Net  operating  income — as  a  result  of  the  deduction 

of  the  additional  income  taxes  from  the  estimated 
revenue,  gives  us  a  net  operating  income  adjustment  of 
$852,679  which,  when  added  to  the  figure  of  $6,851,596  esti¬ 
mated  by  Mr.  McElfresh,  produces  an  adjusted  estimate  of 
net  operating  income,  Item  12,  of  $7,704,275. 

Now,  page  2  of  this  exhibit  is  exactly  as  it  was  presented 
in  Exhibit  88,  providing  us  with  a  rate  base  of  $141,505,807 
as  of  December  31,  1951,  resulting  in  a  rate  of  return  on 
this  adjusted  rate  base  of  5.44  percent  in  relation  to  the 
amount  of  $6,851,596  which  was  forecast  by  Exhibit  No.  46. 

Now,  Item  14  is  5^  percent  of  the  adjusted  weighted 
rate  base  showing  the  equivalent  return  at  that  rate  of 
$7,782,819.  And  when  the  net  operating  income,  as  adjusted 
in  the  revised  forecast  column  of  this  exhibit,  is  deducted 
from  the  return  at  5 %  percent  on  the  weighted  rate  base, 
it  gives  us  a  difference  between  the  two  amounts  of  $78,544, 
and  when  the  tax  factor  of  53.2125  is  applied  to  that  amount, 
that  results  in  an  increase  in  operating  revenues  required 
in  order  to  increase  net  operating  income  to  an  amount 
equivalent  to  produce  a  o1/*  percent  return  on  weighted 
rate  base  of  $147,604. 

2014  Direct  Examination  (Resumed) 

By  Mr.  Myse: 

Q.  Mr.  Harvey,  will  you  turn  to  page  5  of  Exhibit  87A. 
On  that  sheet  you  show  the  net  kilowatt  hours  generated 

>  for  the  year  1949  of  2,215,841,000  kilowatt  hours,  do  you 
not?  A.  Yes,  sir. 

Q.  Now,  as  I  understand  it,  that  figure  was  taken  from 
the  Potomac  Electric  Power  Company  1949  Form  12  report 
to  the  Federal  Power  Commission,  and  it  was  a  report 
which  showed  the  net  generation  for  the  Pepco  system  in- 
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eluding  Braddock  Electric  Light  and  Power  Company. 
A.  Yes,  sir. 

2015  Q.  I  don’t  know  whether  that  is  the  correct  name 
or  not.  A.  Braddock  Light  and  Power  Company. 

Q.  That  -was  a  former  subsidiary  of  Pepco.  A.  Yes,  sir. 

Q.  Now,  does  that  figure  for  kilowatt  hour  sales  appear¬ 
ing  on  that  same  sheet  in  the  amount  of  2,074,694,760  kilo¬ 
watt  hours  also  include  the  sales  of  the  Braddock  Company? 
A.  No,  sir,  that  is  the  sales  for  the  Potomac  Electric  Power 
Company  only.  That  is  the  figure  that  was  inadvertently 
picked  up.  It  should  be  adjusted,  adding  in  the  sales  for 
Braddock  Light — sales  by  Braddock  Light  and  Power  Com¬ 
pany  from  their  Form  1  Report,  page  91,  adding  in  228,- 
946,110  kilowatt  hours. 

Mr.  Harrison :  Mr.  Harvey,  I  am  not  sure  about  that  fig¬ 
ure.  Would  you  state  now  whether  that  is  the  total  or  the 
figure  to  be  added  to  the  figure  you  have  already  shown. 

The  Witness :  Take  the  2,074,694,760  and  add  to  that,  from 
page  91  of  the  Braddock  Light  and  Power  Company  Form 
1  report  for  1949,  page  91,  sales  of  228,946,110  kilowatt 
hours. 

By  Mr.  Myse : 

Q.  Now,  after  making  that  adjustment,  what  should  the 
figure  for  kilowatt  hour  sales  be  for  the  year  1949  in  lieu 
of  the  figure  2,074,694,760  kilowatt  hours?  A.  Well, 

2016  the  total  of  that  addition  I  have  just  given  you  is 
2,303,640,870.  However,  that  includes  inter-company 

sales  from  Pepco  to  Braddock  of  207,686,340  which  would 
have  to  be  deducted  out  of  that  amount. 

Q.  What  is  the  net  figure?  A.  So  that  the  net  figure  in 
place  of  the  2,074,694,760  is  2,095,954,530,  and  the  percent¬ 
age  change  there,  vrhere  it  was  93.6,  should  be  94.6. 

Q.  Now,  will  you  tell  the  Commission  what  change  that 
requires  in  your  figures  also  appearing  on  page  5  of  Exhibit 
87A,  that  is,  the  adjusted  estimate  of  kilowatt  hour  sales 
in  line  3  near  the  bottom  of  the  sheet,  as  well  as  the  adjust- 
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ment  of  kilowatt  hour  sales  to  be  added  to  Pepco’s  1951 
estimate  in  lieu  of  the  figures  appearing  on  line  5  of  that 
sheet.  A.  Yes,  sir.  The  Item  1  at  the  bottom,  the  2,630,- 
000,000  which  was  multiplied  by  Item  2  of  93.6  would  then 
be  multiplied  by  94.6  percent,  the  revised  percentage,  with 
Item  3  corrected  to  2,488,926,000  kilowatt  hours. 

Q.  Now,  what  is  the  figure  in  lieu  of  the  63,312,000  kilo¬ 
watt  hours  appearing  on  line  5  ?  A.  The  new  figure  for  that 
is  89,622,000  kilowatt  hours  which,  when  carried  through 
to  page  4,  the  same  method  as  originally  used,  and  from 
page  4  to  page  3,  produces  a  new  total  at  the  bottom 

2017  of  page  3  in  place  of  $40,404,030  now  shown,  that 
would  be  adjusted  to  $40,837,715.  That  is  following 

the  same  method  as  applied  originally  but  adjusting  for 
the  arithmetic  of  the  adjusted  hours. 

Q.  Now,  if  you  brought  the  figure  of  $40,837,715  that  you 
testified  to  from  page  3  of  Exhibit  87A  to  page  1  of  Exhibit 
87A,  what  is  the  effect  on  the  deficiencies  in  revenues 
from  sales  of  electric  energy  as  estimated  by  the  Potomac 
Electric  Power  Company  in  lieu  of  the  figure  on  line  3  of 
page  1  of  Exhibit  87 A.  A.  Item  1,  which  was  shown  as 
$40,404,030  originally,  that  was  brought  forward  from  page 
3  that  I  just  mentioned,  is  revised  to  $40,837,715,  and  Item 
3,  the  deficiency,  now  shown  as  $1,573,530  is  revised  to 
$2,007,215.  Item  7,  the  total,  is  changed  from  $1,602,404 
to  $2,036,089. 

Q.  Well,  now,  as  I  understand  it,  then,  you  wish  to  have 
the  figures  appearing  in  your  Exhibit  87 A  corrected  to  re¬ 
flect  these  changes,  is  that  correct?  A.  That  is  right. 

Q.  And  that  means,  does  it  not,  that  this  last  figure  you 
gave  of  some  $2,036,000  is  the  deficiency  in  the  estimated 
total  operating  revenues  for  the  calendar  year  1951  as  esti¬ 
mated  by  Potomac  Electric  Power  Company.  A.  As  shown 
by  this  exhibit,  yes,  sir. 

Q.  Now,  does  that  have  any  effect  on  your  Exhibit  88A? 
A.  Yes,  sir.  That  figure  which  was  used  in  Item  7 

2018  was  brought  forward — in  fact,  Items  3,  6  and  7,  the 
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original  amounts  were  brought  forward  to  page  1  of  88A. 
So  that  that  requires  a  revision  there. 

Q.  Well,  now,  wfiat  is  the  result  of  making  that  revision? 
Have  you  made  that  calculation?  A.  Yes,  sir.  Item  2  of 
Exhibit  88A,  page  1,  in  the  “Adjustments”  column,  now 
shown  as  $1,573,530  is  revised  to  the  same  figure  shown  as 
Item  3  of  87 A,  or  $2,007,215.  Item  4,  the  total,  is  revised 
to  the  same  figure  shown  as  Item  7  on  87A.  In  other  words, 
that  means  a  change  of  $1,802,404  to  $2,036,089.  Income 
taxes,  likewise,  increase  from  $749,725,  using  the  same 
tax  factor  as  applied  before,  46.7875 — that  is  revised  to 
$952,635.  The  net  operating  income  adjustment  figure  of 
$852,679  is  revised  to  $1,083,454.  The  net  operating  income 
final  figure,  the  adjustment  in  Item  12,  now  shown  as 
$7,704,275  is  revised  to  $7,935,050.  Item  13,  now  showm  as 
5.44  percent  is  revised  to  5.61  percent.  The  difference  in 
Item  15  is  an  excess  of  $152,231,  Item  12  exceeding  Item 
14,  return  on  rate  base  figure,  by  that  amount. 

Q.  Well,  does  that  mean  that  your  figures  show  that 
Potomac  Electric  Power  Company,  on  the  basis  of  their 
own  1951  estimates,  as  adjusted  by  you,  will  exceed  the  5M> 
percent  return  on  the  weighted  rate  base  by  $152,231?  A. 
Yes,  sir. 

2019  Cross-Examination  (Resumed) 

2029  Q.  Now,  Mr.  Harvey,  I  am  going  to  have  handed 
to  you  the  monthly  report  of  Pepco  for  October  1950. 

Mr.  Myse:  Well,  in  order  to  be  fair  to  the  witness,  may 
I  ask  when  that  w^as  filed  by  Pepco  with  the  Commission? 
Mr.  Harrison:  I  am  informed  that  was  filed  yesterday. 
Mr.  Myse:  So  that  when  his  statement  that  he 

2030  didn’t  have  it  available  was  made,  it  was  true  then, 
I  understand. 

Mr.  Harrison:  I  presume  so.  He  says  yes  and  I  have 
taken  his  word. 
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Mr.  Myse:  I  didn’t  want  any  implication  since  it  was 
an  October  report  it  was  available. 

Mr.  Harrison :  No  such  inference  was  intended. 

By  Mr.  Harison: 

Q.  Have  you  seen  that  report  before  it  was  handed  to 
you  today?  A.  Yes. 

Q.  Did  you  see  it  yesterday?  A.  Yes,  sir. 

Q.  It  was  filed  yesterday.  A.  At  least  I  was  informed  it 
was  filed  just  before  noon. 

Q.  And  after  you  were  informed  it  was  filed,  you  came 
down  and  saw  it  yesterday.  A.  Yes,  sir. 

Q.  Now,  Mr.  Harvey,  I  will  ask  you  to  refer  to  page  4 
of  the  October  1950  report  which  shows  revenues  from  sales 
of  electric  energy  by  class  of  service  and  ask  you  to  state 
the  amount  of  the  revenue  shown  on  that  page  for  resi¬ 
dential  or  domestic  sales  for  the  ten  months  ended  October 
31,  1950.  A.  I  would  like  to  just  make  a  clarifying 
2031  statement.  My  answer  that  I  didn’t  have  the  data 
available  did  not  mean  to  imply  that  I  had  not  seen 
this  report.  I  just  wanted  to  be  sure  there  wasn’t  any  mis¬ 
understanding. 

Q.  I  understand  that.  A.  You  want  me  to  look  at  that 
nine-million-dollars  figure,  $9,025,747.98,  yes,  sir. 

Q.  Now,  the  report  shows  that  the  figure  which  you  have 
just  read  is  an  increase  over  the  same  period  from  1949  of 
$735,062.63,  does  it  not?  A.  That  is  what  the  report  shows, 
yes,  sir. 

Q.  Of  course,  these  questions  are  all  directed  to  what 
is  contained  in  the  report.  A.  Yes,  sir. 

Q.  And  from  the  figures  you  have  stated  and  from  the 
figures  I  have  cited  to  you,  will  you  state  the  amount  of 
revenue  from  residential  or  domestic  sales  for  the  ten 
months  ended  October  31,  1949.  A.  That  is  $8,290,685.35. 

Q.  Now,  I  will  ask  you  to  refer  to  page  20  of  that  report, 
Mr.  Harvey,  which  is  entitled  “Statistics.”  A.  Incident¬ 
ally,  I  presume  that  change  over  last  year  means  that  it  is 
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an  increase,  where  it  doesn’t  say,  when  I  said  that  calcu¬ 
lation.  It  doesn’t  point  that  out  in  the  report 

Mr.  Myse:  Then  you  don’t  know  whether  it  is  an 

2032  increase  or  not,  do  you? 

The  Witness:  I  presume  it  is  because  the  column 
says  “Change  Over  Last  Year,”  there  are  some  figures  that 
have  a  minus  sign  in  front  of  them.  The  others,  I  assume, 
are  increases. 

By  Mr.  Harrison: 

Q.  Where  there  is  a  decrease  it  is  shown  by  a  minus 
sign.  A.  There  is  no  designation  that  the  others  are  in¬ 
creases.  I  have  made  the  calculation  on  the  assumption 
that  that  is  an  increase  over  the  last  year. 

Q.  Well,  that  is  the  usual  way  of  reporting  statistics  of 
that  kind,  is  it  not?  A.  Well,  generally  there  is  a  desig¬ 
nation  whether  it  is  increase  or  decrease. 

Q.  And  do  you  find  designations  there  of  a  minus  sign  in 
front  of  the  figures.  A.  Yes,  sir. 

Q.  And  you  find  none  before  the  figures  you  just  read. 
A.  Yes,  sir. 

Q.  Now,  I  will  ask  you  to  refer  to  page  20  of  the  October 
1950  report,  Mr.  Harvey.  That  page  is  entitled  “Statis¬ 
tics.”  A.  Yes,  sir. 

Q.  Read  into  the  record  the  kilowatt  hour  sales 

2033  to  residential  customers  for  the  ten  months  ended 
October  31,  1950  and  the  ten  months  ended  October 

31,  1949.  A.  This  is  residential  customers  you  wanted? 

Q.  Yes.  A.  The  kilowatt  sales — this  is  for  October  31, 
1950—380,706,116. 

Commissioner  Spencer :  Mr.  Harvey,  you  stated  that  was 
for  October. 

The  Witness:  For  the  year  to  date  ended  October  31, 
1950,  yes,  sir.  The  figure  for  October  31,  1949,  the  year  to 
date,  up  through  that  date,  is  344,827,576. 
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By  Mr.  Harrison: 

Q.  Now,  will  you  also  read  into  the  record  the  average 
number  of  residential  customers  for  the  ten  months  ended 
October  31,  1950  and  for  the  ten  months  ended  October  31, 
1949.  A.  The  report  shows  kilowatt  hour  sales  per  resi¬ 
dential  customer,  year  to  date,  October  31, 1950, 1662.2,  and 
for  the  year  to  date  ended - 

Q.  I  believe  you  misunderstood  the  question.  I  asked 
you  the  average  number  of  residential  customers.  A.  Oh, 
you  want  the  number  of  customers.  Number  of  residential 
customers,  average,  ten  months  to  October  31, 1950,  229,040. 
Average  for  the  ten  months  ended  October  31,  1949,  221,- 
565. 

2034  Q.  Does  the  report  show  the  average  residential 
consumption  for  the  two  periods?  A.  Yes,  sir. 

Q.  Will  you  state  it.  A.  It  says  kilowatt  hour  sales  per 
residential  customer  under  the  heading  of  “Average — Ten 
Months  to  October  31,  1950”  is  1,662.2  and  the  average,  ten 
months  to  October  31,  1949,  1,556.3. 

Q.  Thank  you.  Now,  if  these  reported  figures  are  cor¬ 
rect,  then  there  was  an  increase  in  the  average  customer 
use  in  the  ten  months  ended  October  31,  1950  over  the  cor¬ 
responding  ten  months  of  1949,  was  there  not?  A.  That 
is  what  the  report  shows,  yes,  sir. 

Q.  Mr.  Harvey,  I  will  now  ask  you  either  to  calculate  or 
accept  subject  to  check  that  based  on  the  revenue  and  the 
kilowatt  hour  figures  which  you  have  read  into  the  record 
from  the  October  1950  report  filed  by  Pepco  with  this  Com¬ 
mission,  that  the  average  residential  revenue  per  kilowatt 
hour  for  the  ten  months  ended  October  31,  1950  is  2.37079 
cents  and  for  the  ten  months  ended  October  31,  1949  the 
average  revenue  per  kilowatt  hour  for  residential  service  is 
2.40430  cents.  A.  Yes,  sir. 

.  Then  it  is  clear  that,  based  upon  the  actual  experiences 
reported  by  the  company  for  the  first  ten  months 

2035  of  1950  in  comparison  with  the  first  ten  months  of 
1949,  for  residential  service  as  a  whole,  an  increase 
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in  the  average  customer  use  did  result  in  a  reduction  in 
the  average  revenue  per  kilowatt  hour  sold,  is  that  correct? 
A.  No,  sir. 

Q.  Would  you  be  good  enough  to  read  back  the  average 

revenue  per  kilowatt  hour  figures  that  we  have  just - 

A.  1950  I  took  down  2.37079  cents  and  1949,  2.40430  cents. 

Mr.  Myse:  Those  are  for  residential  only,  is  that  right? 

The  Witness:  Residential  I  assume  is  w’hat  you  had  in 
mind. 

By  Mr.  Harrison: 

Q.  That  is  w’hat  I  asked  you  about.  A.  Yes,  sir. 

Q.  So  there  is  a  reduction  there.  A.  There  is  a  reduc¬ 
tion  in  the  average. 

Q.  I  thought  you  said  no.  A.  I  said  no  sir  to  your 
question,  yes,  sir. 

Q.  Now’  wait  a  minute. 

Mr.  Harrison:  May  wTe  have  the  question  read  back  and 
you  state  w’hat  your  answer  is. 

The  Witness:  You  wrant  the  first  question  is  what  you 
were  talking  about. 

2036  Mr.  Harrison:  Where  I  stated,  is  it  clear  from 
this  report - 

The  Witness:  The  first  question  was  different  from  the 
second  one. 

Chairman  Flanagan:  Let’s  have  the  first  question. 

(The  reporter  read  the  question  as  follows:  “Then  it  is 
clear  that,  based  upon  the  actual  experiences  reported  by 
the  company  for  the  first  ten  months  of  1950  in  comparison 
with  the  first  ten  months  of  1949  for  residential  service  as 
a  whole,  an  increase  in  the  average  customer  use  did  result 
in  a  reduction  in  the  average  revenue  per  kilowatt  hour 
sold,  is  that  correct?”) 

The  Witness :  My  answer  to  that  was  no,  sir. 

Mr.  Harrison :  And  it  is  still  no  ? 

The  Witness :  Yes,  sir. 
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By  Mr.  Harrison : 

Q.  Well,  now,  what  was  the  average  residential  revenue 
per  kilowatt  hour  for  the  ten  months  ended  October  31, 
1950?  A.  The  figure  I  just  read,  Mr.  Harrison,  2.37079 
cents. 

Q.  And  what  was  it  for  the  ten  months  ended  October 
31,  1949?  A.  2.40430  cents.  All  of  those  are  subject  to 
check,  of  course.  They  were  the  figures  you  gave  me. 

Q.  Yes.  There  was,  we  have  found,  an  increase  in 

2037  the  customer  use.  A.  Yes,  sir. 

Q.  And  there  is,  therefore,  a  decrease  in  the  aver¬ 
age  revenue  per  kilowatt  hour  sold  as  between  those  two 
periods,  is  that  correct?  A.  No,  sir.  There  is  a  decrease, 
but  not  because  of  that  reason  necessarily. 

Q.  Mr.  Harvey,  I  didn’t  ask  you  what  the  reason  is. 
I  said  based  upon  the  figures  that  I  have  asked  you  for 
the  ten  months  ended  October  31,  1950,  if  there  was  not  a 
reduction  in  the  average  kilowatt  hour  revenue  per  resi¬ 
dential  customer  over  the  ten  months  ended  October  31, 
1949.  A.  No,  sir.  You  say  was  there  not  a  reduction. 

Q.  In  the  average  revenue  per  kilowatt  hour,  yes.  A. 
There  is  a  reduction  according  to  these  figures,  yes,  sir, 
subject  to  check. 

Q.  That  is  all  I  wanted  to  ask  you.  I  believe  you  just 
answered  my  question  a  minute  ago  that  there  was  an 
increase  in  the  average  consumption  per  customer.  A. 
Yes,  sir.  At  least  the  report  showed  that  figures.  Yes,  sir. 

Q.  Of  course,  we  started  with  this  October  1950  report 
and  my  question  was  premised  upon  the  accuracy  of  those 
reported  figures.  A.  Yes,  sir. 

Q.  Now,  Mr.  Harvey,  will  you  apply  the  average 

2038  residential  revenue  per  kilowatt  hour  for  the  ten 
months  ended  October  31,  1949  of  2.40430  cents,  to 

the  residential  kilowatt  hour  sales  during  the  ten  months 
ended  October  31,  1950  of  380,706,116  and  tell  me  what  the 
calculation  produces,  unless  you  want  to  accept  subject  to 
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check  the  figure  I  would  be  willing  to  give  you.  A.  I  will 
accept  them  subject  to  check. 

Q.  $9,153,317.15.  A.  Yes,  sir. 

Q.  Did  you  want  to  check  that  further?  A.  No,  sir.  That 
is  the  figure  you  gave  me. 

Q.  Now,  that  figure  is  $127,569.17  in  excess  of  the  actual 
revenues  reported  by  the  company  for  the  ten  months  ended 
October  31,1950,  is  it  not?  A.  $127,569.17. 

Q.  Now,  the  amount  of  $9,153,317.15  was  derived  by  the 
same  method  you  used  in  estimating  residential  revenues 
for  1951,  was  it  not?  Would  you  like  to  have  the  question 
read  back? 

(The  reporter  read  the  pending  question.) 

The  Witness :  The  method  was  the  same,  but  the  figures 
are  actual  in  this  case  and  they  were  partially  estimated  in 
the  case  that  I  have  illustrated  in  my  example  87A. 

Q.  I  just  asked  you  about  the  method.  It  is  the 
2039  same  method.  A.  Yes,  sir. 

Q.  Now,  if  that  same  method  had  been  used  to 
estimate  residential  revenues  for  the  ten  months  ended 
October  31, 1950,  it  would  have  resulted  in  an  over-estimate 
of  $127,569.17,  would  it  not?  A.  Do  you  mean  by  that 
statement,  Mr.  Harrison — do  you  mean  you  would  use  a 
ten  months  figure  for  one  year  to  estimate  the  revenues  for 
the  next  ten  months  ? 

Q.  Using  that  same  ten  months.  A.  Yes,  sir,  according 
to  that  method.  That  is  not  the  method  I  employed,  of 
course. 

Q.  I  understand.  Wait  a  minute.  What  did  you  say?  A. 
That  is  not  the  method  that  I  employed. 

Q.  Well,  isn’t  that  the  same  method  you  employed  to  de¬ 
termine  your  estimate  of  the  1951  revenue? 

Mr.  Myse:  He  just  got  through  saying  it  was  not. 

Mr.  Harrison:  I  am  asking  again,  Mr.  Myse. 

The  Witness:  No,  sir. 
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By  Mr.  Harrison : 

Q.  It  is  not?  A.  No,  sir. 

Q.  Will  you  state  the  difference  between  the  method  you 
employed  to  determine  the  1951  estimated  revenues  and 
the  method  employed  now  to  determine  the  figure  I 

2040  just  had  you  read.  A.  I  used  the  full  year  period 
where  this  used  only  a  ten-month  period. 

Q.  Is  that  the  only  difference?  A.  Yes,  sir. 

Q.  Thank  you.  A.  That  is  in  method,  of  course. 
*#*•#•#•** 

Q.  Mr.  Harvey,  as  I  understand  your  Exhibit  87 A,  you 
had  recomputed  your  estimate  of  revenue  of  Pepco  for  the 
calendar  year  1951  and  insofar  as  revenues  from  the  sale  of 
electric  energy  are  concerned,  you  have  made  two  major 
changes  from  your  original  Exhibit  87,  namely,  you 

2041  have  increased  the  estimated  kilowatt  hour  sales  and 
you  have  broken  the  commercial  and  industrial  group 

down  into  three  rate  schedule  groups  and  the  two  contract 
customers  included  thereon  in  your  original  Exhibit  87,  is 
that  correct?  A.  Yes,  sir.  The  breakdown  of  this  commer¬ 
cial  was  based  on  the  information  you  called  my  attention 
to  Friday. 

Q.  That  does  include  all  in  that  commercial-industrial 
group,  does  it  not?  A.  The  total  checks  to  the  figure  that 
is  reported  in  the  monthly  report  for  the  eight  months 
ended  August  31,  1950,  yes,  sir.  The  figures  were  taken 
from  that  same  exhibit,  I  believe  it  was  Exhibit  85,  which 
you  called  my  attention  to. 

Q.  I  want  you  to  assume,  Mr.  Harvey,  for  the  moment 
and  for  this  question,  that  your  adjustment  of  the  kilowatt 
hour  sales  in  the  amount  as  revised  by  you  today  of 
89,622,000  is  improper  and  that  page  3  of  Exhibit  87A 
should  be  revised  to  use  the  kilowatt  hour  sales  shown  in 
Column  1,  page  4  of  Exhibit  87 A.  In  other  words,  I  am 
asking  you,  for  this  question,  to  disregard  your  adjustment. 

Mr.  Myse:  Then  I  think  you  ought  to  have  a  proper 
question.  I  think  it  is  argumentive  to  state  that  the  witness 
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ought  to  assume  that  what  he  has  testified  to  is  an  improper 
adjustment. 

Mr.  Harrison :  Will  Mr.  Myse  wait  until  the  ques- 

2042  tion  has  been  asked. 

The  Witness:  May  I  have  that  assumption  again. 

By  Mr.  Harrison: 

Q.  I  am  asking  you  to  disregard  for  a  moment  the  adjust¬ 
ment  that  you  have  made  in  the  kilowatt  hour  sales  shown 
in  Column  3  of  page  4  of  Exhibit  87.  A.  Yes,  sir. 

Q.  Now,  with  that  assumption,  can  you  tell  me  what  the 
estimated  revenue  reflected  in  the  third  column  of  figures 
on  page  3  of  your  Exhibit  87A  would  amount  to.  A.  Well, 
I  haven’t  made  those  calculations,  Mr.  Harrison.  They  are 
rather  involved.  Do  you  want  me  to  make  them  now?  They 
involve  fuel  clause  adjustments  and  other  things  that  take 
quite  a  lot  of  time. 

Q.  You  say  you  have  not  made  such  computations?  A.  I 
have  not.  If  you  want  me,  I  will  make  them  now.  They  are 
a  little  bit  involved  and  involve  this  fuel  clause  adjustment. 
It’s  up  to  you. 

Q.  Perhaps  we  can  obviate  the  necessity  of  making  the 
calculation  at  this  time  if  you  let  me  ask  you  something 
subject  to  check.  I  will  ask  you  to  accept,  subject  to  check, 
that  the  application  of  the  rates  per  kilowatt  hour  shown 
in  the  second  column  of  page  3  of  Exhibit  87 A  applied  to 
the  estimated  kilowatt  hour  sales  shown  in  column  1  of 
that  page  —  applied  to  the  Column  1  of  the  estimated 

2043  kilowatt  hour  sales  of  page  4  of  Exhibit  87 A,  would 
produce  revenues  for  the  various  classes  of  custo¬ 
mers  —  A.  That  is  Column  1  of  page  4,  Mr.  Harrison? 

Q.  Yes,  that  is  right,  the  kilowatt  hour  sales  in  Column  1 
of  page  4.  —  would  produce  revenues  for  the  various 
classes  of  customers  shown  on  page  3  of  Exhibit  87A  as 
follows,  after  deducting  the  effect  of  the  fuel  clause  shown 
by  Footnote  B  on  page  3  of  Exhibit  87A  from  large 
commercial  and  high  voltage  customers.  And  these  figures 
are  as  follows  for  the  groups,  which  I  shall  ask  you  accept 
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subject  to  check.  Residential,  $11,249,632.  A.  $11,249,632, 
yes,  sir. 

Q.  Small  Commercial,  $6,488,808.  A.  Yes,  sir. 

Q.  Large  Commercial,  $11,604,778;  High  Voltage,  $6,126,- 
535;  Naval  Powder  Factory,  $257,723;  Pentagon,  $894,936; 
Street  and  Highway  Lighting,  $1,203,174;  Other  Electric 
Utilities,  $583,293;  Railroads  and  Railways,  $951,536.  Or 
a  total  of,  for  those  groups,  $39,360,415.  Now,  accepting 
that,  subject  to  check,  will  you  agree  that  with  the  exception 
of  the  change  that  you  have  made  in  the  adjustment  for  the 
fuel  clause  in  Exhibit  87A  as  compared  with  Exhibit  87, 
that  the  difference  in  the  total  estimated  revenues  just 
stated  of  $39,360,415  and  your  original  statement  as  shown 
on  page  2  of  Exhibit  87  in  the  amount  of  $39,896,007 
2044  is  due  to  the  fact  —  A.  That  figure  you  just  read 
is  $39,896,007? 

Q.  Yes.  That  is  from  your  page  2  of  Exhibit  87.  A.  Did 
you  read  the  difference  off,  Mr.  Harrison?  I  didn’t  get  that. 

Q.  No,  I  haven’t.  I  am  asking  you  if  the  difference  is  not 
due  to  the  fact  that  your  original  Exhibit  87  grouped  small 
commercial,  large  commercial  and  high  voltage  customers 
and  Naval  Powder  Factory  and  Pentagon  in  a  single  group 
of  customers  which  appear  on  your  Exhibit  87  as  commer¬ 
cial  and  industrial.  A.  Subject  to  check,  yes,  sir. 

•  ••••••••• 

2046  Q.  Now,  Mr.  Harvey,  if  you  had  used  the  same  fuel 
clause  adjustment  on  Exhibit  87A  that  you  used 
on  Exhibit  87,  the  total  estimated  revenues  for  1951  as 
calculated  on  Exhibit  87A,  after  the  elimination  of  the 
adjustment  to  kilowatt  hour  sales  would  have  amounted 
to  $39,308,929,  would  it  not?  A.  $39,308,929,  yes,  sir. 

Q.  So  the  error  due  to  grouping  commercial  and  indus¬ 
trial  customers  on  Exhibit  87  amounted,  then,  to  $587,078, 
►  did  it  not?  A.  That  is  the  difference  by  reason  of  using 

the  commercial  and  industrial  as  one  total  class  in  one  case 
and  breaking  it  down  to  the  three  groups  and  the  two 
*  individual  customers  in  the  second  case. 

•  ••••••••• 
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2048  Q.  Mr.  Harvey,  I  am  going  to  ask  yon  to  refer 
now  to  page  5  of  Exhibit  87- A.  As  I  understand  you 

have  computed  this  sheet,  at  the  top  of  the  page  is  what 
purports  to  be  the  per  cent  of  losses  for  the  year  1949  which 
you  correct  today  to  be  5.4  per  cent.  Is  that  correct?  A. 
Yes,  sir. 

Q.  And  in  the  middle  of  the  page  you  developed  the  per 
cent  for  losses  used  by  Pepco  in  its  estimate  for  the  year 
1951,  which  you  show  to  be  8.8  per  cent?  Is  that  correct? 
A.  Yes,  sir. 

Q.  Now,  at  the  bottom  of  the  page  you  have  developed 
the  adjustment  to  Pepco ’s  estimated  kilowatt  hour  sales  for 
1951  based  on  the  use  of  the  loss  factor  of  5.41  per  cent  as 
corrected  today  instead  of  the  estimated  losses  shown  by 
the  company’s  estimate?  Is  that  correct?  A.  What  was 
that  percentage  you  read  out,  Mr.  Harrison? 

Q.  5.4.  A.  Yes,  sir. 

Q.  In  other  words,  using  5.4  loss  now.  I  understand  it 
was  originally  6.4  which  was  shown  on  the  original  exhibit. 

Now,  before  going  into  the  basis  for  this  adjust- 

2049  ment,  Mr.  Harvey,  I  have  one  or  two  general  ques¬ 
tions  I  would  like  to  ask  you.  You  are  more  or  less 

familiar  with  the  Baltimore  interchange  agreement  which 
has  been  introduced  as  an  exhibit  in  this  case,  are  you 
not?  A.  I  have  heard  reference  to  it. 

Q.  The  term  “net  interchange”  has  been  referred  to 
from  time  to  time  during  this  case,  and  I  would  like  to  ask 
you  your  understanding  of  this  term.  A.  My  understand¬ 
ing  of  it  is  that  it  is  the  net  difference  between  the  inter¬ 
change  flowing  one  way  as  compared  to  the  other. 

Q.  Well,  let’s  assume  this,  then,  if  you  will:  That  Pepco 
records  for  1949  show  that  interchange  received  from  Balti¬ 
more  is  233,417,000  kilowatt  hours,  and  that  interchange 
delivered  to —  A.  May  I  get  that  figure  again? 

Q.  233,417,000.  And  that  the  interchange  delivered  to 
Baltimore  is  155,380,000  kilowatt  hours. 

Mr.  Mvse:  Is  that  Pepco  for  1949  you  say? 
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Mr.  Harrison:  Yes. 

Mr.  Myse:  May  I  ask  where  those  figures  come  from? 
By  Mr.  Harrison: 

Q.  Or  net  interchange  received  of  78,037,000  kilowatt 
hours. 

Mr.  Harrison:  I  asked  him  to  assume  that,  Mr. 

2050  Myse. 

Mr.  Myse :  Oh. 

Mr.  Harrison:  I  asked  him  to  assume  that  the  company 
records  show  that. 

Mr.  Myse:  Well,  I  don’t  know  whether  they  do  or  not. 
I’d  like  to  see. 

Mr.  Harrison:  We’ll  show  that,  Mr.  Myse,  if  you  insist 
upon  it,  and  you  can  look  at  it  yourself. 

By  Mr.  Harrison : 

Q.  What  is  your  understanding  as  to  what  happens  to 
this  net  interchange  of  78,037,000  kilowatt  hours?  Is  it 
added  to  the  kilowatt  hour  generation  by  Pepco  and  sent 
out  on  the  system  to  serve  the  needs  of  its  customers,  or 
just  what  in  your  opinion  does  happen  to  those  kilowatt 
hours?  A.  Well,  which  figure  is  which  that  you  have  given 
me,  Mr.  Harrison?  The  233  million  represents  what? 

Q.  That  is  the  interchange  received  from  Baltimore.  A. 
From  Baltimore? 

Q.  And  the  155  million  figure  is  that  amount  delivered 
to  Baltimore.  And  the  other  figure  was  the  net  difference 
received  by  Pepco.  A.  Could  I  have  the  question  again, 
please  ? 

Mr.  Myse :  The  reason  I  ask  is  because  we  have  examined 
these  reports,  of  course,  and  from  those  reports  it  appears 
that  reporting  of  interchange  is  utterly  inconsistent  between 
various  reports  of  the  company,  and  we  have  been 

2051  unable  to  determine  what  the  interchange  was. 
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By  Mr.  Harrison: 

Q.  For  the  purposes  of  my  question,  you  could  disregard 
the  figures  entirely  and  say  “X  difference  in  the  inter¬ 
change,”  net  interchange  difference.  What  happens  to 
that?  A.  Did  you  disregard  that  question,  Mr.  Harrison? 
I  was  trying  to  get  the  question  read  hack.  I  don’t  know 
whether  you  have  changed  it  now. 

Q.  I  haven’t  changed  the  substance  of  it. 

(The  reporter  read  the  question  as  follows:  “What  is 
your  understanding  as  to  what  happens  to  this  net  inter¬ 
change  of  78,037,000  kilowatt  hours?  Is  it  added  to  the 
kilowatt  hour  generation  by  Pepco  and  sent  out  on  the 
system  to  serve  the  needs  of  its  customers,  or  just  what  in 
your  opinion  does  happen  to  those  kilowatt  hours?”)  A. 
I  presume  your  first  statement  is  correct.  I  say  your  first 
statement  is  correct. 

Mr.  Mvse:  Now,  do  you  know,  Mr.  Harvey? 

The  Witness:  I  don’t  know  for  certain. 

By  Mr.  Harrison: 

Q.  I  ask  you  to  assume  the  company’s  records  show  that. 
All  I  want  you  to  do  is  explain  what  happens.  A.  I  thought 
you  made  the  explanation.  I  said  I  assumed  that  the  first 
part  of  your  statement  was  correct — that  it  came  in 
2052  and  went  out  on  the  system  to  the  customers. 

Q.  Thank  you.  Next,  Mr.  Harvey,  you  state  that 
you  have  had  considerable  experience  in  estimating  and 
forecasting.  I  would  like  to  ask  you  if  you  are  at  all  familiar 
with  Pepco ’s  method  of  forecasting  sales  and  generation 
figures.  A.  Only  to  the  extent  that  it’s  explained  in  the 
exhibits  presented  in  this  case  and  the  testimony  given. 

Q.  Well,  is  it  your  opinion  that  Pepco  first  estimated 
what  its  generation  was  going  to  be  for  the  year  1951  and 
then  applied  loss  factors  to  this  figure  to  get  down  to  the 
kilowatt  hour  sales,  or  is  it  your  understanding  that  it  first 
estimated  what  its  sales  were  going  to  be  and  then  by  the 
application  of  loss  factors  it  arrived  at  its  estimate  of  gen- 


eration?  A.  Well,  I  believe  that  was  based  on  the  second 
method  you  mentioned. 

Q.  The  second?  A.  The  estimate  of  the  generation  and 
then  the  kilowatt  hour  sales.  It  might  have  been  vice  versa. 
I  wouldn’t  be  certain  of  that. 

Q.  Well,  now,  which  was  estimated  first?  The  sales  or 
generation,  Mr.  Kilowatt — Mr.  Harvey?  A.  I’m  not  cer¬ 
tain.  I  believe  it  was  on  the  basis  of  generation  first 

2053  and  then  sales,  but  I  wouldn’t  be  sure  of  that. 

Q.  And  you’re  not  sure  at  this  time?  A.  No,  sir. 

Q.  Is  it  your  understanding  that  the  customer  demand 
for  energy  is  the  controlling  factor  in  the  amount  of  energy 
the  company  will  generate,  or  do  you  have  the  idea  that 
the  company  determines  how  much  energy  it  wants  to  gen¬ 
erate  and  this  determines  the  amount  of  energy  that  it  will 
be  able  to  sell  to  its  customers  ?  A.  I  assume  the  first  part 
of  the  statement  is  right — that  the  customer  demand  would 
control. 

Q.  Would  that  change  your  answer  to  the  other  question? 
A.  It  would  seem  logical  that  they  would  estimate  the  sales. 

Q.  Bather  than  generation?  A.  It  might  be. 

Q.  But  in  the  preparation  of  Sheet  5  of  your  Exhibit 
87-A,  you  have  assumed  that  the  company’s  estimate  of 
net  generation  for  the  year  1951  in  the  amount  of  2,631,000,- 
000  kilowatt  hours  is  correct  and  simply  by  applying  a  loss 
factor  of  5.4  per  cent  as  you  corrected  today,  instead  of  8.8 
per  cent,  you  are  attempting  to  show  that  the  company’s 
sales  to  consumers  in  1951  would  be  increased  by  the  cor¬ 
rected  figure  you  submitted  today  of  89,622,000  kilo- 

2054  watt  hours,  and  I  emphasize  that  this  increased  sales 
as  estimated  by  you  is  based  solely  on  the  change  in 

the  estimated  per  cent  for  losses.  Is  that  correct?  A.  No, 
sir. 

Q.  Will  you  state  how  you  did  it?  A.  I  did  it  by  the 
method  you  applied,  but  it  wasn’t  based  solely  on  that 
reasoning. 

Q.  All  right.  What  other  reason?  A.  The  comparison 
of  the  kilowatt  hour  sales  estimated  by  Potomac  Electric 
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Power  Company  for  the  four  months  from  July  through 
October,  which  showed  an  excess  of  actual  over  estimated 
kilowatt  hours  of  6,320,169  total  for  the  four-month  period. 

Q.  Then  you  think  the  company’s  estimate  of  sales  w^as 
lo-w?  Is  that  correct?  A.  Yes,  sir. 

Q.  So  rather  than  accept  the  company’s  own  estimate  of 
sales,  you  have  made  a  new  estimate  of  your  own?  A. 
Based  on  the  company’s  figures  originally  and  adjusting 
for  the  loss  factor  that  appeared  to  be  out  of  line  and  the 
other  collateral  evidence  that  was  available. 

Q.  But  you  did  not  adjust  for  increased  generation,  did 
you?  A.  I  presumed  that  in  viewT  of  the  discrepancy  in 
the  loss  factor  that  no  increase  in  generation  was 

2055  required.  It  appeared  that  the  total  fuel  cost  was 
in  the  fuel  and  interchange  cost  shown  in  the  state¬ 
ment. 

Q.  Then  that  comes  back  to  the  original  question.  That 
is  the  sole  reason  for  your  adjustment,  isn’t  it?  A.  No,  sir. 

Q.  It’s  the  only  one  you  have  shown  so  far,  Mr.  Harvey. 
A.  The  only  one  shown  in  the  exhibit.  I  testified  originally 
yesterday  afternoon — mentioned  this  discrepancy  in  the 
sales — 

Q.  All  right.  A.  — between  actual  and  estimated  for 
these  four  months. 

Q.  But  I  questioned  you  about  your  computations  shown 
on  page  5  of  Exhibit  87- A  as  you  corrected  it  today.  A. 
Yes,  sir. 

Q.  Isn’t  that  change  that  you  show  and  this  increased 
kilowatt  hour  sales  based  solely  on  the  estimated  percentage 
for  losses  that  you  have  used?  I’m  talking  about  page  5  of 
Exhibit  87-A.  A.  The  method  follows  that,  but  it  is  based 
on  other  collateral  evidence  which  I  just  cited. 

Q.  Now  will  you  confine  your  answer  to  page  5  of  Exhibit 
87-A  and  state  whether  or  not  that  is  a  fact? 

Mr.  Myse :  State  what  is  a  fact  ? 

2056  Mr.  Harrison :  That  the  only  basis  he  has  used  is 
the  estimated  percentage  losses. 


637 


Mr.  Myse :  He  stated  an  answer  to  that  question  at  least 
three  times.  I  think  it’s  clear  in  the  record.  Now,  I  don’t 
see  why  we  have  to  pursue  it  further. 

Mr.  Harrison:  I  asked  the  witness  now  to  confine  his 
answer  to  page  5  of  Exhibit  87- A,  because  he  said  in  addi¬ 
tion  to  his  testimony. 

Mr.  Myse :  So  long  as  you  continue  to  ask  him  what  the 
basis  for  the  adjustment  was,  I  think  his  answer  is  quite 
clear  what  it  is. 

Mr.  Harrison:  The  witness  can  answer  that  question. 

Chairman  Flanagan :  I  think  he  has  in  his  own  way,  Mr. 
Harrison.  It  is  based  upon  this  loss  factor  and  this  other 
collateral  factor  which  he  has  mentioned.  Is  there  any  way 
in  which  we  can  evaluate  the  weight  given  to  the  other  col¬ 
lateral  factor  which  you  have  mentioned,  Mr.  Harvey? 

The  Witness:  No,  sir,  not  in  the  terms  of  dollars  and 
cents.  Only  in  the  judgment  that  entered  into  the  adjust¬ 
ment. 

Commissioner  Spencer:  It  is  in  terms  of  kilowatt  hours. 
I  believe  that  is  what  is  shown  on  page  5  of  Exhibit  87- A. 

The  Witness :  I  believe  I  mentioned  yesterday  the  under¬ 
estimate  for  October  was  some  5  per  cent,  and  this 
2057  adjustment  is  some  2  per  cent. 

Chairman  Flanagan:  Well,  this  calculation  on 
page  5  of  Exhibit  87- A  is  purely  mathematical,  is  it  not? 

The  Witness:  Yes,  sir. 

Chairman  Flanagan :  But  you  want  us  to  apply  to  it  not 
only  the  mathematics  that  the  page  shows  but  your  evalu¬ 
ation  of  another  factor  that  you  have  explained  in  the 
record? 

The  Witness :  Yes,  sir. 

By  Mr.  Harrison: 

Q.  Which  you  yourself  are  not  able  to  measure?  Is  that 
correct?  A.  I  believe  I  stated  it  was  5  per  cent  underesti¬ 
mate  for  the  month  of  October,  and  this  adjustment  was 
only  2  per  cent,  approximately  2  per  cent. 
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Q.  Among  your  other  qualifications  that  you  have  named, 
I  don’t  remember  that  you  ever  stated  that  you  had  man¬ 
aged  an  electric  utility  plant.  Have  you?  A.  No,  sir. 

Q.  Is  it  not  a  fact,  Mr.  Harvey,  that  if  there  is  to  be  any 
adjustment  based  on  the  estimated  losses  that  such  adjust¬ 
ment  should  have  been  made  in  the  expense  account  for 
generation  rather  than  in  the  operating  revenues  as  you 
have  done?  A.  It’s  possible  that  the  expenses  are  over¬ 
stated. 

Commissioner  Spencer :  Is  that  your  answer  to  the 

2058  question? 

The  Witness:  Pardon? 

Commissioner  Spencer:  Is  that  your  answer  to  whether 
it  should  be  in  the  expense  account  rather  than  in  the  oper¬ 
ating  revenues? 

The  Witness:  When  I  said  it’s  possible  that  the  expenses 
are  overstated  I  meant  by  that  this:  That  it  would  depend 
to  some  extent  on  the  application  of  this  adjustment, 
whether  you  apply  it  to  the  expenses  or  whether  you  are 
going  to  apply  it  to  revenue. 

Commissioner  Spencer:  So  as  far  as  you  are  concerned, 
you  have  no  recommendation  as  to  which  it  should  be  ap¬ 
plied  to? 

The  Witness :  I  think  it  should  be  applied  to  the  revenue, 
for  the  reasons  I  stated  on  this  collateral  evidence  of  four 
months. 

Commissioner  Spencer:  The  collateral  evidence  you  men¬ 
tioned  is  5  per  cent  overstatement  in  the  month  of  October? 
Am  I  correct? 

The  Witness :  Yes. 

Commissioner  Spencer:  But  then  a  few  minutes  before 
that  you  mentioned  a  difference  in  four  months.  Have  you 
that  total  percentage  difference? 

The  Witness:  I  don’t  have  that  percentage,  no,  sir. 

Mr.  Myse:  Will  you  speak  louder,  Mr.  Harvey? 

2059  The  Witness :  I  don’t  have  that  percentage  worked 
out.  I  can  say  it’s  approximately  1  per  cent  for  four 

months.  The  percentage  is  increasing,  has  gone  up.  That  is, 
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the  month  of  October  indicates  that  the  thing  is  getting  ont 
of  line  further. 

For  example,  the  month  of  September  was  6  million 
understated.  Actual  was  6  million  higher  than  the  estimate 
in  September.  And  it  was  8,672,000  in  October.  It  appears 
to  be  going  that  way. 

Commissioner  Spencer:  What  is  the  date  of  those  esti¬ 
mates?  Do  you  know? 

The  Witness:  The  date  is  July  21,  1950. 

By  Mr.  Harrison: 

Q.  Mr.  Harvey,  you  did  not  adjust  your  estimate  of  the 
kilowatt  hour  sales  on  the  basis  of  the  error  in  the  estimate 
of  kilowatt  hour  sales  for  July  to  October  1950,  did  you? 
A.  That  was,  as  I  stated,  the  collateral  evidence  in  the  case. 
The  calculation  was  made  on  the  method  shown  in  the 
exhibit.  The  other  evidence  also  entered  into  the  picture. 

Q.  Which  method,  in  your  opinion,  is  the  correct  method? 
A.  I  believe  the  method  shown  by  the  exhibit  is  correct,  iD 
view  of  the  evidence  showing  that  the  kilowatt  hoar 
2060  sales  have  actually  been  understated  for  this  period 
of  months.  That  is,  the  total  period  now  for  which 
actual  results  from  Pepco  are  available  to  make  compari¬ 
sons  with  their  estimates,  the  four-month  period  for  which 
they  have  made  estimates  shew  these  understatements. 

Chairman  Flanagan:  Well,  Mr.  Harvey,  in  considering 
the  increased  kilowatt  hour  sales  that  you  have  in  mind,  did 
you  also  consider  the  necessity  for  increasing  the  net  kilo¬ 
watt  hours  generated  to  take  care  of  those  increased  sales? 

The  Witness :  No,  sir,  due  to  the  fact  that  this  loss  per¬ 
centage  appeared  to  be  out  of  line.  It  appeared  to  be  too 
wide  a  variation  between  the  calculations  that  went  into 
those  items  which  went  into  the  expense  side  of  the  state¬ 
ment  as  compared  to  sales  for  the  future  as  compared  to 
past  periods. 

Chairman  Flanagan:  Have  you  explained  in  the  record 
why  you  think  that  the  estimate  of  kilowatt  hour  losses  is 
out  of  line? 
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The  Witness:  Discrepancy  between  the  loss  of  5.4  per 
cent  for  the  actual  for  the  year  1949  and  the  figure  of  8.8 
per  cent  estimated  by  Pepco  for  1951. 

Chairman  Flanagan:  Well,  I  don’t  quite  follow  your 
reasoning.  What  did  you  determine  first?  That  the  estimate 
of  losses  was  out  of  line  or  that  the — 

2061  The  Witness:  I  made  the  calculation  showing  the 
difference  between  the  two  loss  percentages,  yes,  sir. 

Then  I  had  in  mind  this  other  evidence,  made  reference  to 
that,  and  it  appeared  to  be  an  understatement  of  kilowatt 
hour  sales  for  the  future,  based  on  the  comparison  of  their 
actual  results  for  the  four  months  with  those  figures  that 
they  have  estimated. 

By  Mr.  Harrison : 

Q.  You  didn’t  give  any  particular  weight  to  that  in  your 
calculation,  did  you,  Mr.  Harvey,  by  which  you  produce 
the —  A.  I  didn’t  vary  the  arithmetical  computation  be¬ 
cause  of  that,  no,  sir.  Certainly  I  gave  it  weight.  Yes,  sir. 

Q.  Well,  did  you  use  that  in  making  the  adjustment  in 
line  5  at  the  bottom  of  page  5  on  Exhibit  87- A?  A.  No. 
The  computation  of  the  adjustment  is  as  shown  in  the  ex¬ 
hibit.  I  gave  weight  to  this  other  evidence  too. 

Q.  Now,  we  have  already  demonstrated  that  is  based 
squarely  upon  your  loss  percentage. 

Mr.  Await:  That’s  what  we  have  been  arguing  about 
for  an  hour.  He  says  it  isn’t. 

By  Mr.  Harrison : 

Q.  Mr.  Harvey,  can  you  find  any  support  in  Form  12 
filed  by  Pepco  with  the  Federal  Power  Commission 

2062  for  your  corrected  figure  of  5.4  per  cent  KWH  losses 
as  you  corrected  it  on  page  5  of  Exhibit  87- A  today? 

A.  You  mean  that  percentage  figure? 

Q.  Yes.  A.  Not  that  I  know  of,  unless  you  could  point 
it  out  to  me. 

Q.  Do  you  have  Form  12  before  you?  A.  Yes,  sir. 
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Q.  Will  you  please  turn  to  page  20  of  that  form,  line  16, 
and  state  the  kilowatt  hours  there  shown  for  transmission 
and  distribution  losses?  That  is  for  the  year  1949,  Mr. 
Harvey.  A.  That  is  190,668,626,  Mr.  Harrison. 

Q.  Yes.  Now,  as  I  understand,  you  have  used  the  figure 
for  net  generation  from  page  5  of  this  report,  and  I  am  still 
referring  to  Form  12.  Will  you  please  explain  why  you 
thought  it  was  necessary  for  you  to  develop  your  own  loss 
factor  rather  than  use  the  losses  shown  by  Pepco  on  page 
20  of  its  report  to  the  Federal  Power  Commission?  A.  I 
followed  the  report  of  sales  as  reported  by  the  company  in 
its  Form  1  reports,  the  two  corporations. 

Q.  I  don’t  believe  that  answers  my  question. 

Mr.  Harrison:  Read  it  back,  please. 

(The  reporter  read  the  last  question  and  answer.) 

Mr.  Myse :  Ask  him  whether  this  page  shows  any 
2063  such  sales. 

The  Witness :  This  doesn’t  show  any  loss  factor,  if 
that’s  what  you  have  in  mind. 

By  Mr.  Harrison: 

Q.  I  didn’t  ask  you  about  the  factor,  Mr.  Harvey.  I  asked 
about  the  losses  reported  by  Pepco  on  page  20.  A.  I  see 
losses  reported  here,  yes,  sir. 

Q.  Yes.  Well,  now,  will  you  explain  why  you  accepted  the 
reported  figures  for  net  generation  but  you  don’t  accept  the 
reported  figures  for  losses?  That  is  the  only  question  I 
asked  you.  A.  You  mean  that  the  losses  should  be  190 
million  instead  of  the  revised  figure? 

Q.  You  have  already  read  that  and  shown  that  is  the  loss 
reported.  I  am  merely  asking  you  now  why,  if  you  will 
accept  for  your  computation,  your  Exhibit  87-A,  the  com¬ 
pany’s  report  on  Form  12  for  net  generation,  why  you  find 
it  necessary  to  develop  the  new  loss  factor  rather  than 
use  the  losses  shown  by  Pepco  in  its  report  to  determine 
the  loss  factor.  A.  I  was  determining  a  ratio  between  kilo¬ 
watt  hour  sales  and  net  generation. 
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Q.  And  generation?  What  generation?  That  reported  by 
the  company?  A.  Reported  by  the  company. 

2064  But  you  didn’t  use  the  losses  reported  by  the  com¬ 
pany,  did  you  ?  On  your  page  5  ?  A.  Losses  that  are 

reported  here  are  not  comparable  to  the  losses,  the  percen¬ 
tage,  that  I  used,  Mr.  Harrison. 

Q.  That’s  right.  A.  And  that  is,  of  course,  based  on  the 
estimates  the  company  had.  My  losses  are  based  on  the 
same  comparison  the  company  had  in  its  estimates. 

Q.  But  your  generation  that  you  used  in  developing  page 
5  of  Exhibit  87-A  is  taken  from  Pepco’s  report  to  the  Fed¬ 
eral  Power  Commission,  isn’t  it?  A.  Generation? 

Q.  Yes.  Net  generation  figure  you  have  used  there.  A. 
Yes,  sir. 

Q.  But  you  computed  the  losses  as  corrected  today  to 
be  5.4  per  cent,  did  you  not?  A.  Yes,  sir. 

Q.  Or  the  amount  of  119,886,470  kilowatt  hours,  instead 
of  the  190,668,626  which  was  reported  on  Form  12  to  the 
Federal  Power  Commission  as  losses?  A.  I  used  119  million, 
and  the  company  has  here  190  million.  Is  that  the  difference? 
Q.  WTiich  figure  did  you  use  in  getting  your  loss  ratio? 
A.  I  used  119,886,470. 

2065  Q.  Instead  of  the  190  million-plus  that  the  com¬ 
pany  reported?  A.  In  this  figure  here. 

Q.  Yes,  that’s  correct. 

Mr.  Await:  “This  figure  here”  doesn’t  mean  anything 
on  the  record. 

The  Witness :  This  figure  on  page  20  of  FPC  Form  12. 
By  Mr.  Harrison: 

Q.  Will  you  turn  again  to  that  same  Form  12,  Mr.  Har¬ 
vey,  and  I  will  ask  you  to  turn  to  page  21,  line  17,  and  state 
what  the  kilowatt  hours  there  shown  for  company  use  exclu¬ 
sive  of  station  use  were.  A.  Are  you  referring  to  Item 
B-3?  Energy  used  by  respondent  for  its  electric  utility 
operations  ? 

Q.  Exclusive  of  station  use,  yes.  A.  It  says  exclusive 
of  energy  shown  as  plant  use.  7,254,844  kilowatt  hours. 
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Q.  What  is  the  total  of  the  last  two  figures  which  you 
have  recited  from  that  report?  That  is  to  say,  the  190,- 
668,626  losses  that  the  company  reported  and  this  company 
use  figure  of  7,254,844  kilowatt  hours.  A.  You  said  the 
total— 197,923,470. 

Q.  So  that  on  a  system  basis  Form  12  shows  that  line 
losses  for  the  year  1949  amounted  to  190,668,626  kilowatt 
hours,  and  the  company  use  amounts  to  7,254,844 

2066  kilowatt  hours,  or  a  total  of  197,923,470  kilowatt 
hours,  which  is  normally  referred  to  as  the  unac¬ 
counted-for  energy,  as  compared  with  the  figure  of  119,- 
886,470  kilowatt  hours  as  shown  by  you?  A.  That  is  the 
total  of  the  two  items  shown  in  the  report. 

Q.  Using  the  figures  from  the  Form  12  again,  Mr.  Har¬ 
vey,  I  would  like  to  have  you  develop  the  percentage  of 
unaccounted-for  energy  to  compare  with  the  percentage 
shown  by  you  as  you  have  corrected  that  today  to  be  5.4 
per  cent.  You  will  notice  at  page  5  of  your  Exhibit  it 
shows  net  kilowatt  hours  generation  of  2,215,841,000  kilo¬ 
watt  hours,  and  that  figure  is  taken  from  page  5  of  Form 
12,  is  it  not?  A.  Yes,  sir. 

Q.  Will  you  state  that  relationship,  please? 

Mr.  Await:  I  would  like  to  hear  the  question. 

(The  reporter  read  the  question  as  follows:  “Using  the 
figures  from  the  Form  12  again,  Mr.  Harvey,  I  would  like 
to  have  you  develop  the  percentage  of  unaccounted-for 
energy  to  compare  with  the  percentage  shown  by  you  as  you 
have  corrected  that  today  to  be  5.4  per  cent.”) 

Mr.  Harrison:  That  isn’t  all  the  question.  I  skipped 
over  part. 

By  Mr.  Harrison: 

2067  Q.  Having  that  in  mind,  I  ask  you  to  refer  to 
page  19  of  the  Form  12  report  from  which  can  be 

determined  net  interchange  on  a  system  basis,  and  will 
you  state  the  total  of  the  three  figures  shown  in  the  first 
column  as  energy  received  from  the  Baltimore  Company? 

Mr.  Myse :  Just  a  minute.  I  object  to  that  question  first 
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of  all  because  on  page  19  there  are  no  figures  which  show 
any  net  interchange  whatsoever. 

Mr.  Harrison:  I  didn’t  ask  him  that  I  asked  him  if  he 
showed  the  energy  from  which  can  be  determined  the  net 
Interchange  on  a  system  basis. 

Mr.  Myse :  Let ’s  ask  the  witness  whether  or  not  he  can 
determine  interchange. 

By  Mr.  Harrison: 


Q.  Will  you  state  the  total  of  the  three  figures  shown  in 
the  first  column  as  energy  from  the  Baltimore  Company?  ^ 

That  is  shown  on  that  page,  isn’t  it,  Mr.  Harvey?  A.  To 
get  back  to  that  again —  *J 

Mr.  Await :  I  think  you  had  better  state  it  all  over  again. 

Mr.  Myse:  My  only  point,  Mr.  Harrison,  is  I  think  if 
you  are  going  to  cross  examine  this  witness  on  the  basis  of 
some  figures  which  he  didn’t  use  from  a  report  by  Potomac  " 

Electric  Power  Company,  something  we  can’t  cross  ex-  „ 
amine  about,  that  you  should  be  at  least  accurate  in 
2068  your  statement  of  what  the  pages  show,  and  so  far 

I  haven’t  heard  one  accurate  statement  from  you  : 

yet  with  respect  to  pages  19  or  20. 

Mr.  Harrison:  You  didn’t  want  to  hear  it. 

Mr.  Myse :  There  is  nothing  on  those  pages  which  shows  * 

in  any  way  what  is  interchange  and  what  is  not  inter-  a. 

change. 

By  Mr.  Harrison: 


Q.  Mr.  Harvey,  do  you  have  page  19  of  that  form  before  M 
you  for  the  year  1949?  A.  Yes,  sir. 

Q.  Do  you  see  the  column  headed  “Energy  Received”  * 
and  then  parenthesis  “Instruction  1”?  A.  Yes,  sir.  4 

Q.  Under  that  parenthesis,  “Kilowatt  Hours,”  and  then 
the  column  5?  A.  Yes,  sir. 

Q.  And  then  do  you  see  on  the  first  column  “Consoli-  * 

dated  Gas,  Electric  Light  and  Power  Company  of  Balti-  —  > 
more,  Maryland”?  A.  Yes,  sir.  * 

Q.  You  see  that?  A.  Yes.  * 
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Q.  Now,  will  you  read  those  three  items  shown  in 
column  5?  A.  1,486,000.  151,091,000.  And  80,840,000 

2069  is  the  way  it  looks  on  this  form.  It’s  not  too  clear. 

Q.  That’s  correct  according  to  the  form  I  have 
too.  Now,  Mr.  Myse,  do  you  question  those  figures? 

Mr.  Myse:  I  don’t  question  the  figures,  but  I  do  question 
your  characterization  of  them  as  interchange  when,  as  a 
matter  of  fact,  if  you  read  the  instructions,  you  will  find 
some  of  it  at  least  is  not  interchange,  and  what  the  balance 
is  no  one  knows. 

By  Mr.  Harrison: 

Q.  Now,  will  you  give  the  total  of  those  three  figures 
that  you  just  read  into  the  record  from  column  5,  Mr. 
Harvey?  A.  The  total  of  those  three  figures? 

Q.  Yes.  A.  233,417,000. 

Mr.  Myse:  Incidentally,  Mr.  Harrison,  I  think  the  in¬ 
structions  are  on  page  17  if  I  recall  it  correctly. 

Mr.  Harrison :  I  have  no  doubt  of  that,  Mr.  Myse.  Per¬ 
haps  you  ought  to  read  them. 

By  Mr.  Harrison: 

Q.  Now,  in  the  second  column  of  that  same  page,  Mr. 
Harvey,  column  6,  will  you  state  what  the  total  of  the  two 
figures  shown  for  energy  delivered  to  the  Baltimore  Com¬ 
pany  is?  A.  The  two  first  figures  reported  for 

2070  Consolidated  Gras  and  Electric  Light  Company  in 
column  6  total  to  155,380,000. 

Q.  And  will  you  read  the  designation  of  the  column?  A. 
Energy  delivered.  Is  that  what  you  had  in  mind?  Column 
6?  Energy  delivered. 

Q.  And  by  looking  at  column  1,  does  it  show  to  what 
company  it  was  delivered?  A.  I  believe  I  mentioned  Con¬ 
solidated  Gas  and  Electric  Light  and  Power. 

Q.  Oh.  I  didn’t  hear  that. 

Chairman  Flanagan:  Mr.  Myse,  with  respect  to  those 
first  three  items  that  Mr.  Harrison  referred  to,  do  you 
have  any  question  as  to  whether  that  energy  was  received 
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by  Pepco  into  its  system  and  distributed  by  Pepco  through¬ 
out  its  system? 

Mr.  Myse :  All  I  know  is  what  I  can  read  on  the  Form  12 
report.  I  know  nothing  beyond  that,  and  all  I  know  is  that 
it  is  not  labeled  “ interchange.” 

Chairman  Flanagan:  Well,  does  that  answer  my  ques¬ 
tion? 

Mr.  Myse :  That  is  the  best  I  can  do,  yes. 

By  Mr.  Harrison: 

Q.  Would  you  read  just  for  Mr.  Myse’s  information, 
Mr.  Harvey,  the  designation  at  the  top  of  column  5?  A. 

Energy  received. 

2071  Q.  And  column  6  is  what?  A.  Energy  delivered. 

Q.  Thank  you. 

Mr.  Myse:  While  we  are  on  that,  why  don’t  you  read 
the  designation  of  the  million-something-odd  figure  that 
appears  opposite  Consolidated  in  column  2? 

Mr.  Harrison:  Mr.  Myse,  you  will  have  a  chance  to 
examine  your  witness  further. 

Mr.  Myse:  The  Commission  ought  to  have  the  whole 
story  at  this  time.  Does  it  not  say  it’s  firm  energy? 

The  Witness:  Yes,  sir. 

Mr.  Harrison:  I  object  to  this. 

Chairman  Flanagan:  That  isn’t  necessary.  You  can 
develop  that  further.  But  what  I  want  from  you  is  any 
statement  if  you  have  a  doubt  that  energy  was  not  received 
into  the  Pepco  system  and  used  by  Pepco. 

Mr.  Myse:  Mr.  Chairman,  I  don’t  know.  All  I  know  is 
what  is  reported  on  the  report. 

Chairman  Flanagan:  All  right.  Why  did  you  raise  so 
much  objection  to  Mr.  Harrison  having  the  figures? 

Mr.  Myse:  Simply  that  he  characterized  them  as  inter¬ 
change.  There  is  quite  a  valid  difference  between  inter¬ 
change  and  firm  energy,  and  it’s  shown  right  in  this  report 
and  the  general  instructions  on  page  17,  if  Mr.  Harrison 
would  but  read  it. 
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Chairman  Flanagan:  Do  you  have  any  doubt  but 

2072  what  the  major  part  of  the  total  of  these  three  items 
is  interchange  energy? 

Mr.  Myse:  I  don’t  know  that  either,  your  Honor.  As  a 
matter  of  fact,  if  you  look  at  page  19,  you  will  see  it  isn’t 
labeled  as  interchange.  It’s  labeled  as  non-firm.  “Non¬ 
firm”  is  a  term  in  the  Federal  Power  Commission  book 
which  may  or  may  not  mean  interchange,  and  there  is  no 
distinction  between  the  two  on  this  page. 

Chairman  Flanagan:  But  you  don’t  know  whether  that 
portion  which  may  not  be  interchange  is  substantial  or 
unsubstantial? 

Mr.  Myse :  As  I  say,  I  know  nothing  other  than  what  I 
have  stated  up  to  now. 

Chairman  Flanagan:  Thank  you.  Proceed,  Mr.  Harri¬ 
son. 

By  Mr.  Harrison: 

Q.  Mr.  Harvey,  will  you  be  good  enough  to  read  for  your 
counsel  the  first  big  line  across  the  page  19  of  the  Form  12 
for  the  year  1949,  denoted  “Part  B,”  and  state  what  that 
line  shows  ?  A.  Is  that  item  1  ? 

Q.  No.  Part  B.  The  title.  A.  Other  energy  transfers 
with  electric  utility  systems  and  receipts  from  industrial 
companies. 

Q.  Yes.  Now,  Mr.  Harvey,  to  get  back  to —  A. 

2073  (Again  reading)  See  page  17  for  general  instruc¬ 
tions. 

Q.  Yes.  That’s  in  parentheses?  A.  Yes. 

Q.  Thank  you.  Now,  if  you  will  just  confine  your 
answers  to  my  questions  I  think  we  will  save  lots  of  time. 
A.  I  thought  that’s  all  a  part  of  Part  B,  Mr.  Harrison. 

Q.  That’s  not  part  of  the  title  though,  is  it?  A.  It’s 
under  Part  B,  set  out  under  Part  B. 

Q.  Did  I  ask  you  to  read  the  instructions  or  did  I  ask 
you  to  read  the  title  ?  A.  I  thought  you  asked  me  to  read 
what  was  stated  as  Part  B. 

Chairman  Flanagan:  Proceed  to  the  next  question. 
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By  Mr.  Harrison: 

Q.  Now,  Mr.  Harvey,  will  von  snbtract  the  total  deliv¬ 
ered  to  Baltimore,  which  you  stated  to  be  155,380,000  kilo¬ 
watt  hours,  from  the  former  total  received  from  Baltimore, 
which  you  stated  to  be  233,417,000  KWH,  and  tell  me  the 
difference  or  the  net  interchange  received  from  Baltimore? 

Mr.  Await:  He  gave  the  difference  before  as  78,037,000 
in  answer  to  a  question  of  yours,  but  he  didn’t  call  it  net 
interchange. 

By  Mr.  Harrison: 

2074  Q.  Will  you  accept  that  statement,  Mr.  Harvey? 
A.  The  difference  between  the  two  figures,  the 

figures  shown  in  these  columns  on  the  report,  is  78,037,000. 

Q.  Do  you  have  any  doubt  in  your  mind  that  that  is  the 
net  interchange  difference?  A.  I  don’t  know. 

Q.  Mr.  Await  wants  a  hand  in  this  too. 

Mr.  Await:  I  certainly  do. 

By  Mr.  Harrison: 

Q.  Since  this  is  net  energy  received  in  addition  to  the 
energy  generated  by  Pepco  itself,  would  this  not  mean  that 
the  total  input  to  Pepco  transmission  and  distribution  sys¬ 
tem  would  then  total  2,293,878,000  KWH?  A.  Could  I  have 
that  question  again? 

(The  reporter  read  the  question.)  A.  I  don’t  know. 

Q.  Well,  I’m  not  sure  if  I  understood  your  answer.  Did 
you  say  you  know  or  don’t  know?  A.  I  do  not  know. 

Chairman  Flanagan:  What  do  you  suppose  that  energy 
was  received  by  Pepco  for,  Mr.  Harvey? 

The  Witness:  Well,  the — 

Chairman  Flanagan:  Any  idea  at  all? 

The  Witness :  I  believe  I  stated  probably  to  send  out  over 
the  system  to  the  customers.  I  think  Mr.  Harrison — 

2075  Chairman  Flanagan:  All  of  it  or  a  very  substan¬ 
tial  portion  of  it? 

The  Witness :  Probably. 
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Chairman  Flanagan:  Is  that  the  only  answer  yon  have 
to  Mr.  Harrison’s  question — that  you  don’t  know? 

The  Witness:  That’s  right.  The  point  I  am  trying  to 
bring  out  is  that  the  figures  shown — I  mean  he’s  taken 
certain  figures  out  of  the  column  and  eliminated  certain 
others. 

Chairman  Flanagan:  What  has  he  eliminated? 

The  Witness:  The  total  of  143,219,605  kilowatt  hours 
delivered. 

Mr.  Myse:  Delivered  to  others  you  mean? 

The  Witness:  Energy  delivered  is  the  column’s  title. 

Commissioner  Spencer:  Is  there  not  a  line  heading  on 
each  one  of  those  items? 

The  Witness:  Yes,  sir.  They  are  all  designated  except 
for  the  first  item  “NF,”  non-firm,  transfer. 

By  Mr.  Harrison: 

Q.  Well,  now,  if  I  understood  you,  you  read  that  second 
item  from  column  6  that  I  asked  you  about,  to  which  you 
added  the  12,227,000,  and  you  got  a  total  of  78,037,000  kilo¬ 
watt  hours  difference  which  Mr.  Await  was  so  happy  to 
point  out  to  you  a  moment  ago.  Now  I  will  ask  you  if  you 
will  add  that  net  difference,  which  is  the  net  energy 
2076  received  from  Baltimore,  to  the  net  generated  kilo¬ 
watt  hours  shown  on  page  5  of  Exhibit  87- A  of 
2,215,841,000  kilowatt  hours,  which  also  came  from  Form 
12,  and  state  what  the  total  of  those  figures  is.  A.  2,293,- 
878,000. 

Q.  Okay. 

Commissioner  Spencer:  Mr.  Harvey,  I  have  one  question. 
In  the  second  portion  of  page  5  of  7,  you  refer  to  Pepco’s 
estimate  of  net  KWH  to  be  generated,  and  that  is  from 
Pepco’s  work  sheet  D-8. 

The  Witness:  Yes,  sir. 

Commissioner  Spencer:  Do  you  have  that  work  sheet 
before  you? 

The  Witness:  Yes,  sir. 
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Commissioner  Spencer:  Does  that  work  sheet  show  that 
this  is  the  net  KWH  to  be  generated  in  the  same  terms  as 
you  have  shown  here  ? 

The  Witness:  Well,  the  title  they  give  it  is  “Net  Genera¬ 
tion.”  I  just  changed  it  to  a  future  tense  for  1951  is  all. 
Commissioner  Spencer:  Thank  you. 

By  Mr.  Harrison: 

Q.  Now,  Mr.  Harvey,  will  you  deduct  the  sales  figure  of 
KWH  as  you  have  corrected  it  today  on  page  5  of  Exhibit 
87- A,  in  the  amount  of  2,095,954,530  KWH,  from  the 

2077  total  system  input  as  previously  determined  of 
2,293,878,000  kilowatt  hours,  and  state  the  difference? 

A.  The  difference  between  the  two  figures  that  you  have 
cited,  2,293,878,000  and  2,095,954,530,  is  197,923,470. 

Q.  And  that  is  the  amount  of  unaccounted-for  energy  as 
shown  by  Form  12  as  previously  developed  from  pages  20 
and  21  of  the  Form  12  report  for  1949,  is  it  not?  A.  It  is 
not  so  designated  anywhere  in  the  report,  but  that  is  the 
total  of  the  two  figures  that  we  added  together  before,  the 
item  E  on  page  20  and  item  B-3  on  page  21. 

Q.  That  is  transmission  and  distribution  and  company 
use?  A.  As  shown  by  the  report. 

Commissioner  Spencer:  Is  that  transmission  and  distri¬ 
bution  losses? 

The  Witness:  One  title  is  “Transmission  and  Distribution 
Losses  and  Energy  Unaccounted  for.”  The  other  one  says, 
“Energy  Used  by  Respondent  for  Its  Electric  Utility  Opera¬ 
tions  Exclusive  of  Energy  as  Shown  for  Plant  Use  in  Column 
7,  Schedule  1.” 

By  Mr.  Harrison: 

Q.  I  will  ask  you  to  make  one  other  calculation.  Will  you 
determine  the  system  percentage  of  unaccounted-for  energy 
by  dividing  the  197,923,470  kilowatt  hours  just  stated 

2078  by  you,  by  the  system  input  of  2,293,878,000  KWH? 
Mr.  Myse:  I  object  to  that  question  because  of  the  charac¬ 
terization  of  counsel  that  that  would  be  the  system  loss. 
There  is  no  evidence  of  record  to  support  that  statement. 
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Now,  if  he  wants  a  calculation,  I  assume  that  the  Com¬ 
mission  can  require  Mr.  Harvey  to  make  a  calculation 
equating  one  figure  to  another,  but  I  do  object  to  his  charac¬ 
terization  so  that  the  implication  of  the  answer  would  be 
that  he  agrees  with  it. 

Mr.  Harrison:  He  just  stated  in  answer  to  a  previous 
question  that  is  unaccounted-for  energy  as  computed  by  the 
figures  I  asked  him  to  compute. 

Mr.  Myse :  He  did  not  so  state,  and  if  you  read  the  answer 
you  will  find  it  out. 

Commissioner  Spencer:  Do  you  mean  one  of  the  two  items 
he  added  is  not  a  system  loss? 

Mr.  Myse:  We  don’t  know  that,  of  course,  but  assuming 
that  the  figures  reported  in  the  report  are  correct — that  is, 
as  stated  in  the  report — it  doesn’t  follow  that  you  calculate 
system  losses  by  equating  that  197  million  to  the  total  system 
input. 

Commissioner  Spencer:  Well,  my  point  is:  Is  it  your 
contention  that  any  part  of  the  197  million  is  not  a  loss? 

Mr.  Myse:  May  not  be  as  far  as  we  know,  and  as  a 
2079  matter  of  fact,  as  I  understand  the  witness’  statement 
and  from  reading  the  title,  part  of  it  is  not  loss.  It  is 
merely  unaccounted  for  in  some  way.  Now,  I  have  examined 
the  report,  and  while  I  am  not  the  witness  here  I  can  state 
to  the  Commission  that  if  you  will  examine  the  Form  I 
report  and  compare  it  with  the  Form  12  report,  they  are 
utterly  inconsistent. 

Chairman  Flanagan:  With  respect  to  these  particular 
items  ? 

Mr.  Myse:  In  part  because  of  these  items,  yes. 

Mr.  Harrison:  Of  course,  I  have  not  asked  this  witness 
about  the  Form  1  now  because  today  he  has  modified  his 
exhibit  because  he  found  he  was  in  error  using  a  Form  1. 

Mr.  Myse :  That  isn’t  correct,  if  counsel  has  been  listening 
to  the  witness. 

Mr.  Await:  The  whole  difficulty  comes  about,  may  it 
please  the  Commission,  by  Mr.  Harrison  putting  words  or 


assumptions  when  he  asks  the  question  and  expecting  the 
witness  to  adopt  them. 

Chairman  Flanagan:  Well,  I  haven’t  heard  the  witness 
make  many  of  the  assumptions  that  Mr.  Harrison  has  asked 
him  about. 

Now,  we  have  before  us  a  mathematical  calculation  if  the 
witness  will  make  it. 

The  Witness:  .0806.  I  don’t  know  how  far  you 

2080  want  to  carry  that,  Mr.  Harrison. 

By  Mr.  Harrison: 

Q.  That’s  all  right.  That  wras  the  percentage  figure  you 
were  giving?  A.  That  is  the  per  cent.  That  wras  what  you 
wanted,  was  it  not? 

Q.  That’s  right. 

Commissioner  Spencer:  Is  that  per  cent? 

The  Witness:  8.06  per  cent.  No,  I’m  sorry.  It’s  8.6  per 
cent. 

By  Mr.  Harrison: 

Q.  8.6?  A.  Yes.  8.6. 

Q.  Now,  that  figure  is  comparable,  is  it  not,  with  the 
percentage  of  8.8  per  cent  winch  you  show  as  used  by  the 
company  in  1951  estimates  and  for  which  you  have  sub¬ 
stituted  a  percentage  loss  of  5.4  per  cent  as  corrected  by 
you  today  on  page  5  ?  A.  No,  sir. 

Q.  No  to  what?  A.  I  said,  “No,  sir.”  It’s  not  the  com¬ 
parable  percentage. 

Q.  All  right.  If  that  percentage  does  represent  the  per¬ 
centage  of  unaccounted-for  energy  as  I  have  asked  you  to 
compute,  would  it  compare  with  the  8.8  per  cent  re- 

2081  ported  by  the  company  and  shown  at  page  5,  Ex¬ 
hibit  87-Af  A.  No,  sir.” 

Q.  It  wouldn’t?  A.  No,  sir. 

Q.  But  whatever  it  may  be,  then  whatever  characteriza¬ 
tion  it  may  have,  instead  of  using  the  company  percentage 
of  loss  as  reported  by  it  to  the  Federal  Power  Commission, 
you  have  in  making  your  estimate  used  5.4  per  cent  as  you 
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have  corrected  it  today?  A.  I  don’t  see  the  company’s  per¬ 
centage  of  loss  reported  in  this  report,  Mr.  Harrison,  unless 
you  point  it  out  to  me. 

Q.  I  asked  you  about  percentage  of  losses  shown,  KWH 
losses,  shown  on  page  5  of  Exhibit  87- A.  Will  you  state 
what  you  have  there  shown  as  the  company  KWH  losses? 
A.  Five  point — 

Mr.  Myse:  W'hy  don’t  you  be  fair  to  the  witness?  It’s 
stated  there  it’s  losses  plus  unaccounted  for.  Not  just  losses. 

Commissioner  Spencer:  I  beg  your  pardon.  On  page  5 
of  7  it  looks  to  me  as  though  it’s  stated  as  KWH  losses  5.4 
per  cent. 

Mr.  Myse:  He’s  talking  about  Form  12,  Mr.  Commissioner. 

Mr.  Harrison:  Mr.  Myse,  if  you  had  kept  your  ears  open, 
I  asked  the  witness  about  page  5,  Exhibit  87- A. 

2082  Mr.  Myse :  I’m  sorry. 

The  Witness:  The  first  item  is  the  one  you  are 
speaking  of?  5.4  per  cent. 

By  Mr.  Harrison: 

Q.  That  is  the  figure  you  used?  A.  That’s  right.  I 
thought  that  was  the  figure. 

Q.  You  used  that  instead  of  the  KWH  losses  reported  by 
the  company,  which  is  shown  about  halfway  down  on  page  5 
of  Exhibit  87- A — that  is,  your  exhibit.  Is  that  right?  A. 
Losses  shown  by  the  company?  Where  is  that? 

Q.  As  you  show  it  on  page  5  of  Exhibit  87-A.  A.  You 
mean  in  the  second  section  there  ? 

Q.  Yes.  A.  Yes,  sir.  You  say  I  used  that  loss  figure? 

Q.  Under  Pepco’s  estimate  for  1951  you  show  there  KWH 
losses  percentage  of  8.8  per  cent,  do  you  not?  A.  Yes,  sir. 

Q.  Do  you  use  8.8  per  cent  in  making  your  estimate  for 
1951  or  do  you  use  KWH  losses  developed  in  the  first  part 
of  page  5  of  Exhibit  87-A  of  5.4  as  you  have  corrected  it 
today?  A.  I  think  the  exhibit  clearly  shows  I  used  5.4  per 
cent  in  the  preparation  of  this  exhibit. 

Q.  Okay.  That  answers  the  question. 
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Mr.  Harvey,  if  your  KWH  loss  percentage  is  wrong, 

2083  then  all  the  calculations  you  have  made  for  KWH 
sales  estimated  for  1951  are  wrong,  are  they  not?  I’m 

just  asking  you  if  your  percentage  is  wrong,  then  aren’t 
your  estimates  down  there  wrong  for  the  KWH  sales  for 
1951?  A.  They  may  be  lower  or  higher  than  they  would 
be  otherwise. 

Q.  Will  you  answer  the  question?  If  your  percentage 
loss  of  5.4  per  cent  is  wrong,  wouldn’t  your  estimate  for 
KWH  sales  shown  in  the  bottom  half,  the  lower  part,  of 
Exhibit  87- A,  page  5,  be  wrong?  A.  Naturally  that  follows, 
the  dollar  figures  computed  on  the  percentage. 

Q.  Then  if  that  be  true,  all  the  revenue  estimates  shown 
on  Exhibit  87-A  and  carried  to  Exhibit  88- A  would  also 
be  wrong,  would  they  not  ?  A.  No,  sir. 

Q.  You  say  they  wouldn’t?  A.  No,  sir. 

Q.  Well,  now,  that  would  be  true  as  to  revenue  from  sale 
of  energy,  would  it  not?  A.  Which  item  are  you  talking 
about,  Mr.  Harrison? 

Q.  As  shown  on  the  first  item  of  page  1  of  Exhibit  87-A 
and  then  carried  to  your  Exhibit  88- A.  A.  You  said  the 
entire  amount  would  be  wrong  I  believe  the  question  was. 
Can  I  have  that  again? 

2084  Q.  I  confine  it  to  the  first  item  which  you  have 
corrected  today  to  be  $40,837,715  on  page  1  of  Ex¬ 
hibit  87-A  and  carried  forward  I  believe  to  Exhibit  88- A. 
A.  No,  sir. 

Chairman  Flanagan:  Now,  just  a  minute.  Mr.  Harvey, 
this  morning  when  you  adjusted  Exhibit  87-A  you  also  made 
certain  adjustments  to  Exhibit  88-A. 

The  Witness:  88-A.  That’s  right. 

Chairman  Flanagan:  Yes.  Now,  if  as  Mr.  Harrison  pro¬ 
pounds  the  question  your  percentage  of  loss  is  wrong,  would 
you  have  to  make  further  adjustments  to  the  same  items  on 
page  88-A  that  you  adjusted  this  morning? 

The  Witness :  Certainly. 

Chairman  Flanagan :  Each  and  every  one  of  them? 
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The  Witness:  No,  sir,  not  every  one.  Item  2  on  88-A 
would  be  different  if  the  percentage  of  loss  was  different. 

Chairman  Flanagan:  Yes.  And  the  income  tax  would  be 
different? 

The  Witness:  Well,  the  income  tax  is  somewhat  tied  up 
with  Item  3  also,  so  there  would  be  some  relation  between 
those. 

Chairman  Flanagan:  How  about  Item  12,  net  operating 
income  ? 

The  Witness:  That  would  change.  And  the  revised  fore¬ 
cast  column  with  that  too.  The  rest  of  the  figures, 
2085  of  course,  would  follow  that  are  based  on  the  con¬ 
tinual  chain  of  those  changes. 

Chairman  Flanagan :  Isn’t  that  what  I  asked  you  ? 

The  Witness:  No,  sir.  He  asked  me — 

Chairman  Flanagan :  I  asked  you  if  each  of  the  items  you 
changed  this  morning  would  again  be  of  necessity  changed 
in  case  your  estimate  of  loss  is  incorrect.  Your  answer  was 
“no.” 

The  Witness:  I  answered  “yes,  sir”  to  that. 

Chairman  Flanagan :  You  now  answer  “yes”  ? 

The  Witness:  Yes,  sir. 

By  Mr.  Means : 

2087  Q.  Mr.  Harvey,  yesterday  afternoon  Mr.  Harrison 
asked  you  a  series  of  questions  about  page  5  of  your 
Exhibit  87-A,  which  ended  in  his  relating  the  1949  loss 
and  company  use  kilowatt  hours  to  the  1949  total  net  kilo¬ 
watt  hours  generated  and  interchanged.  Do  you  recall 
that?  A.  What  page  is  that  on? 

Q.  In  the  transcript?  It  started  at  2077,  line  23,  and 
then  it  goes  through  for  quite  a  few  pages. 

Mr.  Myse:  May  we  have  the  question  read  back? 

(The  reporter  read  the  question.) 

Mr.  Myse :  I  think  that  question  is  objectionable  because 
I  looked  at  the  pages  referred  to,  and  there  is  no  reference 
to  interchange  there,  and,  as  I  recall,  there  was  no  proper 
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reference  to  interchange  any  place  in  Mr.  Harrison’s  cross 
examination. 

Mr.  Harrison:  I  think  the  record  will  show  such 

2088  questions  were  asked  and  a  considerable  number 
of  questions,  and  that  those  questions  were  not  con¬ 
fined  to  any  one  page  of  the  transcript. 

Mr.  Myse :  If  so,  I  think  counsel  should  show  the  witness 
specifically  which  questions  he  is  referring  to  in  his  cross 
examination  this  morning,  because  there  was  a  good  deal 
of  confusion  on  the  record. 

Chairman  Flanagan:  He  probably  will.  This  was  just 
a  general  question.  There  were  a  series  of  questions. 

Mr.  Means:  I’m  trying  to  bring  us  back  to  yesterday 
afternoon. 

By  Mr.  Means: 

Q.  On  page  2077,  line  23,  Mr.  Harrison  asked  you,  did 
he  not,  “Will  you  determine  the  system  percentage  of  un¬ 
accounted-for  energy  by  dividing  the  197,923,470  kilowatt 
hours  just  stated  by  you  by  the  system  input  of  2,293,878,- 
000  kilowatt  hours”?  Then  there  goes  on  for  several  pages 
a  discussion  of  that.  At  the  bottom  of  page  2079,  in  line 
23  again,  Mr.  Flanagan  said,  “Now,  we  have  before  us  a 
mathematical  calculation  if  the  witness  will  make  it.” 
Then  you  got  a  wrong  figure,  and  you  finally  ended  up  in 
line  13  of  page  20S0  with  the  answer,  “Yes.  8.6.” 

Then  Mr.  Harrison  asked  a  question:  “Now,  that  figure 
is  comparable,  is  it  not  .  .  .?”  You  said,  “No,  sir.”  It 
went  on  with  discussion.  What  Mr.  Harrison  and 

2089  you  finally  hit  on  was  the  8.6  was  the  figure  which 
he  had  you  produce  comparable  to  the  8.8  per  cent 

shown  in  vour  exhibit,  page  5.  Do  you  recall  that? 

Mr.  Myse:  Well,  now,  I  object  to  that  last  part.  There 
is  nothing  in  the  record  which  shows  that,  and  if  counsel 
will  go  on  he  will  find  that  it  is  just  the  reverse  which  is 
true. 

Chairman  Flanagan:  You  have  detailed  questions  now*, 
Mr.  Means? 
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Mr.  Means:  Yes,  I  have. 

Chairman  Flanagan:  Continue. 

By  Mr.  Means: 

Q.  And  then  will  you  please  refer,  Mr.  Harvey,  to  Pepco 
Work  Sheet  D-8  that  you  have?  The  second  column  of 
that  work  sheet  is  captioned  “Net  System  Output  1,000 
Megawatt  Hours,”  is  it  not?  A.  Yes,  sir. 

Chairman  Flanagan:  The  answer  was  “yes.”  Keep 
your  voice  up. 

By  Mr.  Means: 

Q.  And  the  total  for  the  12  months  ending  December 
1951  of  that  column  is  2,619,000  megawatt  hours,  is  it  not? 
A.  No,  sir. 

Q.  What?  A.  No,  sir. 

2090  Q.  Pardon  me.  2,619  megawatt  hours.  A.  Yes, 
sir. 

Q.  Then  the  net  energy  available  in  1951  is  the  figure  of 
2,631,000,000  of  net  kilowatt  hours  to  be  generated,  minus 
the  12,000,000  to  be  sent  to  Baltimore,  or  a  balance  of 
2,619,000,000  kilowatt  hours,  is  it  not?  A.  I  don’t  say — 
Mr.  Myse :  Does  that  appear  on  the  sheet  ? 

Mr.  Means:  Yes. 

By  Mr.  Means: 

Q.  You  have  column  4  captioned  “Net  Generation,  1,000 
Megawatt  Hours,”  don’t  you?  A.  Total  column,  yes. 

Q.  And  there  is  a  total  column  under  that?  A.  Yes. 

Q.  And  the  total  is  what?  A.  2,631 — 

Q.  Which  is  2  billion —  A.  Megawatt  hours  that  is. 

Q.  Which  is  the  figure  you  show  in  the  second  part  of 
page  5  of  your  Exhibit  87-A  opposite  Pepco ’s  estimate  of 
net  kilowatt  hours  to  be  generated,  isn’t  it?  A.  Yes,  sir. 

Q.  Now,  the  preceding  column  to  that  on  D-8,  which  is 
the  third  column  on  D-8,  is  captioned  what?  A.  In- 

2091  terchange  net  to  Washington. 

Q.  And  it’s  a  total  of  what?  A.  Minus  12. 
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Q.  And  that  is  minus  12  million  kilowatt  hours,  isn’t  it? 
A.  It  doesn’t  state. 

Q.  Well,  for  purposes  of  argument,  will  you  assume  that 
the  minus  12  is  12  million  ?  A.  I  will  make  the  assumption, 
yes,  sir. 

Q.  Then  you  subtract  the  12  from  the  2,631,000,000  and 
what  do  you  get?  A.  Well,  the  minus  12 — the  figure — do 
you  want  to  take  12  off  2  billion  or  12  off  2,631? 

Q.  You  can  take  12  off  2,631  if  you  want.  A.  It’s  2,619. 

Q.  What  is  the  second  column  then  captioned?  A.  In¬ 
terchange  net  to  Washington. 

Q.  The  second  column?  A.  Oh,  I’m  sorry.  Net  system 
output,  1,000  megawatt  hours. 

Q.  And  what  is  the  total  of  that  column?  A.  2,619. 

Q.  And  the  difference  between  that  figure — that  is,  to 
put  it  in  billions,  2,619,000,000  kilowatt  hours  and  the 
2,399,304,000  kilowatt  hours  shown  on  page  5  of 
2092  your  Exhibit  87-A — is  what?  A.  That  second  figure 
was  2,399,304,000,  Mr.  Means? 

Q.  Which  you  have  shown  for  Pepco’s  estimated  kilo¬ 
watt  hour  sales  for  1951.  A.  That’s  219,696. 

Q.  It’s  million,  isn’t  it?  A.  I’m  sorry.  219,696,000. 

Q.  Right.  So  that  that  last  figure  which  you  just  gave 
me  would  be  the  unaccounted-for  balance  for  company  use 
and  energy  losses  ?  Right  ?  A.  I  wouldn ’t  know. 

Q.  Well,  if  you  are  subtracting  from  the  net  system 
output,  which  we  have  just  found  was  2,619,000,000  kilo- 
wTatt  hours  according  to  D-8,  if  you  are  subtracting  from 
that  the  sales,  what  is  the  figure  left?  A.  It’s  the  differ¬ 
ence  between  2,619,000,000  and  2,399,304,000. 

Q.  In  your  difference  of  231,696,  the  figure  that  you  have 
on  page  5  of  Exhibit  87-A,  you  caption  that  “Kilowatt 
Hour  Losses,”  don’t  you?  A.  For  the  purposes  of  this 
exhibit,  yes,  sir. 

Q.  Now,  Mr.  Harvey,  what  is  the  percentage  relation¬ 
ship  between  the  219,696,000  figure  which  we  have  just 
talked  about  and  the  2,619,000,000  kilowatt  hours  to  be 
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generated,  which  is  the  D-8  figure  of  net  system  out- 

2093  put?  A.  Have  you  any  idea  how  far  you  want  to 
take  that? 

Q.  I  only  have  it  out  to  two  places.  I  have  8.39  per  cent. 
A.  8.39  per  cent  is  right. 

Q.  And  wThat  would  be  the  result  if  you  subtracted  8.39 
per  cent  from  100  per  cent?  A.  That  would  be  91.61  per 
cent. 

Q.  Will  you  agree,  Mr.  Harvey,  that  the  8.39  per  cent 
which  you  have  just  calculated  for  1951  following  my  in¬ 
structions  is  comparable  with  the  8.6  figure  which  you 
calculated  for  Mr.  Harrison  following  his  instructions? 
A.  Well,  there  were  so  many  questions  leading  up  to  what 
Mr.  Harrison  had  me  compute  I  have  got  to  state  that  that 
is  the  percentage  by  making  the  division  that  you  asked  me 
to  make.  I  don’t  know  that  there  is  any  relation  between 
the  two  that  we  can  say  is  comparable. 

Q.  Mr.  Harvey,  will  you  please  refer  to  Pepco’s  1949 
FPC  Form  1?  A.  Any  particular  page? 

Q.  Well,  that  form  is  the  one  on  which  you  based  your 
original  figure  in  Exhibit  87-A  for  company  kilowatt  hour 
sales  during  1949,  isn’t  it?  A.  It’s  the  figure — When  you 
say  “original,”  that  is  2,074,694,760? 

Q.  Yes,  which  you  have  used  in  reaching  the  re- 

2094  vised  figure  by  adding —  A.  Yes,  sir. 

Q.  Then  turn  to  page  91  of  that  report.  Now,  on 
page  91,  line  9,  it  shows  a  figure,  does  it  not,  of  2,424,781,- 
785  kilowatt  hours  of  “total  energy  generated,  purchased, 
and  interchanged”?  Is  that  correct? 

Mr.  Myse:  That  is  by  Pepco  alone  you’re  referring  to 
now? 

Mr.  Means :  I  am  saying  this  report  shows  that. 

The  Witness :  That  is  for  the  Pepco  report  ? 

By  Mr.  Means : 

Q.  This  report  shows  that?  A.  Yes,  sir. 

Q.  This  is  the  report  you  w’ere  using?  A.  I  said  yes,  sir. 

Q.  And  is  that  amount  made  up  of  three  items?  I  won’t 
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bother  with  the  amounts.  Line  6  captioned  “Total  Gen¬ 
eration,’’  line  7  captioned  “Purchases,”  line  8  captioned 
“Interchanges — In,  paren.  Gross”?  Are  those  the  three 
items  which  make  up  that  previous  figure?  A.  End  of 
paren.  Yes,  sir. 

Q.  Thank  you.  Look  at  line  12  on  that  same  page.  That 
shows  a  figure,  does  it  not,  of  156,203,000  kilowatt  hours, 
which  is  captioned  “Interchanges — Out  (Gross)”? 

2095  Right?  A.  Yes,  sir. 

Q.  If  the  156,203,000  kilowatt  hours  of  inter¬ 
changes  out  are  subtracted  from  the  2,424,781,785  kilowatt 
hours  of  total  energy  generated,  purchased  and  inter¬ 
changed,  that  would  leave — Or  do  you  want  to  make  the 
computation  ? 

That  would  leave  a  figure  of  2,268,578,785  kilowatt  hours, 
would  it  not?  A.  Yes,  sir. 

Q.  And  that  would  be  net  generated  and  interchanged — 
that  is,  available  for  Pepco — would  it  not?  A.  There  is 
no  figure  so  noted  in  this  report. 

Q.  No,  but  I’m  asking  you  to  subtract  from  total  energy 
generated,  purchased  and  interchanged,  as  shown  in  this 
report,  the  figure  for  interchanges  out. 

Mr.  Myse:  What  was  the  question? 

The  Witness:  That  figure — 

By  Mr.  Means: 

Q.  And  the  resulting  figure  I  am  asking  you — would  not 
the  resulting  figure  be  net  generated  and  interchanged — 
that  is,  available  for  Pepco?  A.  The  figure  that  I  have  is 
the  difference  between  2,424,781,785  kilowatt  hours  minus 
156,203,000  kilowatt  hours. 

Q.  Right.  WRat  are  the  labels  opposite  those  figures? 
A.  One  is  called  total  energy — the  first  figure  is 

2096  labeled,  “Line  9,  Total  Energy  Generated,  Pur¬ 
chased  and  Interchanged.” 

Q.  And  it  was  made  up  of  three  items,  one  of  which  was 
interchanges  in?  Is  that  right?  A.  Gross. 

Q.  Yes.  A.  Yes. 


Q.  And  the  second  item  is  labeled  what?  A.  What 
second  item  have  you  reference  to? 

Q.  The  one  that  you  are  subtracting.  A.  Is  that  line  12 
you  have  reference  to? 

Q.  That’s  right.  A.  That  is  labeled  “Interchanges — 
Out  (Gross).” 

Q.  Now,  if  you  subtract  from  total  energy  generated, 
purchased  and  interchanged,  and  that  interchange  is  inter¬ 
changed  in,  the  total  energy  interchanges  out  gross,  what 
do  you  get  left?  A.  The  difference  between  the  two 
figures — 

Q.  You  don’t —  A.  — 2,268,578,785  kilowatt  hours. 

Q.  Do  you  not  get,  Mr.  Harvey,  the  amount  of  kilowatt 
hours  that  are  left  for  Pepco’s  system,  Pepco?  A.  This  is 
Pepco  report  only.  I  don’t  understand  it  includes  anything 
for  the  system. 

Q.  Take  out  “system.”  For  Pepco.  A.  What  was 
2097  that  question? 

(The  reporter  read  the  question  as  follows:  “Do 
you  not  get,  Mr.  Harvey,  the  amount  of  kilowatt  hours  that 
are  left  for  Pepco?”)  A.  What  kind  of  kilowatt  hours?  I 
get  the  figure  that  I  mentioned.  They  are  kilowatt  hours, 
yes,  sir. 

Q.  Mr.  Harvey,  if  Pepco  generates  ten  kilowatt  hours 
and  it  procures  from  an  outside  source  ten  kilowatt  hours, 
it  has  20  kilowatt  hours,  doesn’t  it? 

Mr.  Myse:  When  you  say  “procure,”  do  you  mean  actual 
physical  transfer  of  energy  or  just  an  interchange  trans¬ 
action  ? 

Mr.  Means :  I  was  asking  the  witness  a  question. 

Mr.  Myse :  I  think  he  has  the  right  to  know. 

Mr.  Means:  Physical.  Energy  coming  in.  Interchange  in. 

The  Witness :  You  mean  by  purchase  ? 

By  Mr.  Means: 

Q.  I  didn’t  say  “purchase.”  A.  You  didn’t  say.  You  just 
said  they  get  ten  kilowatt  hours.  “Procured”  could  mean 
“purchased.” 
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Q.  What  difference  does  it  make?  A.  That’s  what  I  am 
trying  to  find  out,  which  way  you  mean  it. 

Q.  I’m  saying  if  Pepco  generates  ten  kilowatt  hours 

2098  and  by  purchase  then  we’ll  say  it  adds  ten  kilowatt 
hours,  what’s  it  got?  A.  I  presume  it  has  20  if  it 

hasn’t  already  delivered  it. 

Q.  Then  if  it  disposes  of  outside,  if  it  sells  or  net  inter¬ 
changes  out  ten  kilowatt  hours,  what  does  it  have  left  for 
itself? 

Mr.  Myse :  May  we  have  that  question  read  back  now  ? 
(The  reporter  read  the  question.) 

The  Witness :  You  mean  for  company  use  ? 

By  Mr.  Means: 

Q.  For  Pepco,  for  itself. 

Mr.  Myse:  Well,  again  when  you  say  “sells,”  do  you 
mean  an  actual  physical  transfer  of  energy,  or  do  you  just 
mean  an  interchange  transaction,  a  sale  ? 

Mr.  Means :  I  mean  a  physical  transfer  of  energy. 

The  Witness:  The  difference  between  20  and  ten,  of 
course,  would  be  ten. 

By  Mr.  Means: 

Q.  What  would  that  be  ?  A.  Ten  kilowatt  hours. 

Q.  How  would  you  label  that  ?  A.  I’m  not  labeling  it. 

Q.  Well,  it  must  stand  for  something,  doesn’t  it?  A.  It’s 
the  difference  between  20  and  ten. 

2099  Q.  Now,  Mr.  Harvey,  will  you  please  tell  me  what 
the  percentage  relationship  is  of  the  original  figure 

you  showed  for  Pepco’s  kilowatt  hour  sales  in  1949  of 
2,074,694,760,  the  percentage  relationship  of  that  to  this 
last  figure  of  2,268,578,785  kilowatt  hours  which  you  have 
refused  to  characterize?  A.  Which  percentage  do  you 
want  ?  Percentage  to  what  ? 

Q.  The  relationship,  the  percentage  relationship,  of  those 
two.  A.  Those  two  figures  ? 

Q.  Percentage  relation  of  the  first  figure  to  the  second. 
A.  First  figure  to  the  second  ? 
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Q.  Yes.  A.  You  mean  2,268,000,000  to  2,074,000,000? 

Q.  No,  divide  2,074,000,000  by  2,268,000,000-odd.  A.  How 
many  places  do  you  want  to  carry  it  to  ? 

Q.  Mine  is  only  out  to  two  places.  A.  You  mean  round 
percentage? 

Q.  What  is  what  figure?  Where  are  you?  I  have  91.45 
per  cent.  A.  Have  you  rounded  that  last  percentage  off 
some  way? 

Q.  What  have  you  got?  A.  It  doesn’t  look  like  that 

2100  to  me. 

Q.  I  didn’t  hear  that.  A.  Just  a  minute.  It  looks 
like  91.41.  91.41. 

Q.  That’s  close  enough.  What  figures  were  you  dividing, 
incidentally?  A.  The  total  figures  you  gave  me.  I  thought 
maybe  you  might  have  rounded  off  some  of  those  figures  you 
divided. 

Q.  Now,  on  that  same  page  91  of  the  FPC  Form  1  for  1949, 
Mr.  Harvey,  there  is  shown  on  line  22 —  A.  Is  this  the  same 
page  you  are  talking  about  ? 

Q.  Same  page  91.  — shown  on  line  22  the  figure  of 
7,254,844  kilowatt  hours,  which  is  labeled  “Total  Energy 
Used  by  the  Company.”  Is  that  correct?  A.  Yes,  sir. 

Q.  On  line  27  of  that  same  page  there  is  shown  a  figure 
of  186,629,181  kilowatt  hours  which  is  labeled  “Total  Energy 
Losses.”  Is  that  correct  ?  A.  Yes,  sir. 

Q.  Now,  what  is  the  sum  of  those  two  figures,  Mr.  Harvey? 
A.  193,884,025. 

Q.  And  that  represents,  does  it  not,  the  aggregate  of  the 
energy  losses  and  energy  used  by  the  company  as  shown  on 
this  page?  A.  It’s  the  total  of  those  two  amounts. 

Q.  What  are  those  two  amounts  labeled?  A.  The 

2101  first  amount  is  7,254,844 — 

Commissioner  Spencer:  He  asked  what  they  were 

labeled. 

The  Witness:  I’m  sorry.  Do  you  want — 
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By  Mr.  Means: 

Q.  What  are  they  labeled?  A.  There  is  no  label  for  the 
total  of  those  two. 

Q.  No,  those  two  figures  that  made  up  the  total,  what 
are  they  labeled?  A.  Well,  you  want  the  two  separate 
labels? 

Q.  Yes.  A.  There  is  no  label  for  the  total.  The  first  item 
is  labeled  “Total  Energy  Used  by  the  Company.” 

Q.  And  you  added  to  that —  A.  The  second  item  is 
labeled  “Total  Energy  Losses.” 

Q.  On  page  5  of  your  Exhibit  87- A,  Mr.  Harvey,  you  show 
for  1949 — this  is  your  original  before  you  revised  it — a 
figure  of  141,146,240  kilowatt  hours,  which  you  labeled 
“Kilowatt  Hour  Losses.”  Is  that  correct?  A.  For  the 
purposes  of  this  exhibit,  yes,  sir. 

Q.  Mr.  Harvey,  it  is  correct,  is  it  not,  that  the  company’s 
annual  report  to  the  Public  Utilities  Commission  is  made 
on  the  FPC  Form  1?  A.  I  believe  it  is  the  same  form.  You 
mean  the  sheets  are  on  the  same  type  of  form? 

Q.  Well,  it’s  marked  “FPC  Form  1,”  isn’t  it?  A. 
2102  I  can’t  recall.  I  believe  the  pages  are  about  the  same. 

Whether  it’s  labeled  that  I  don’t  know\ 

Q.  You  don’t  have  a  copy  of  the  1  filed  with  the  PUC? 
A.  No,  sir. 

Q.  The  company  files  with  the  Federal  Power  Commission 
each  year  on  FPC  Form  12  a  statement  known  as  the  “Power 
System  Statement.”  Is  that  correct  ?  A.  I  don’t  know  which 
statement  you  refer  to. 

Q.  Form  12.  A.  Can  you  point  that  statement  out  to  me 
in  the  form?  I  have  got  the  form.  I  mean  which  statement 
have  you  reference  to  ? 

Q.  What  is  the  label  on  the  cover?  Power  System  State¬ 
ment?  A.  You  want  the  title  of  the  whole  form? 

Q.  Yes.  A.  It’s  “1949”— 

Q.  You  don’t  need  to  read  the  whole  page.  There  are  a 
couple  or  three  big  words.  A.  I  thought  you  wanted  the 
year  too.  Powder  System  Statement. 
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Q.  And  that  states  also  on  its  cover  that  it  covers  the 
“Potomac  Electric  Power  Company  System,”  doesn’t  it  ?  A. 
Well,  the  first  line  says,  “From  Potomac  Electric 

2103  Power  Company,”  and  in  the  middle  it  says,  “Cover¬ 
ing  Potomac  Electric  Power  Company  System.” 

Q.  That’s  what  I  asked  you.  Thank  you. 

Mr.  Myse:  You  might  also  read  the  parentheses  immedi¬ 
ately  under  that  last  statement. 

The  Witness:  Right  under  that — 

Mr.  Means:  Who’s  asking  the  questions? 

Mr.  Myse:  We  want  the  Commission  to  have  the  full  story. 

Mr.  Means:  You  will  have  a  chance  to  ask  him  as  man^ 
questions  as  you  want. 

Mr.  Myse:  You  shouldn’t  mislead  the  Commission  at  this 
point  when  there  is  a  material  variation  of  the  thing  right 
immediately  under  the  statement  he  was  asked  to  read.  I 
think  if  counsel  were  fair  with  the  Commission  he  would 
point  out  on  page  3  it  covers  more  than  Pepco. 

Mr.  Means:  I’m  talking  about  the  system.  That’s  the 
point  I  am  bringing  out. 

Commissionr  Spencer:  More  than  the  Pepco  system? 

Mr.  Myse:  The  designation  of  “system”  is  different  from 
the  normal  concept  apparently  of  Mr.  Means. 

Commissioner  Spencer:  What  is  vour  own  concept  of  sys¬ 
tem,  please,  sir? 

Mr.  Myse:  As  defined  in  the  FPC  form  which  includes 
Braddock  Electric  Light  and  Power  Company. 

2104  By  Mr.  Means: 

Q.  Mr.  Harvey,  based  on  the  questions  that  you 
have  just  answered  and  on  Mr.  Mvse’s  interpolations  and 
your  familiarity  with  the  two  forms,  that  is,  Form  12  and 
Form  1,  do  you  agree  that  Form  1  as  filed  by  Pepco  with 
the  Public  Utilities  Commission  for  the  year  1949  was  a 
report  limited  to  Potomac  Electric  Power  Company’s  own 
operations,  whereas  Form  12  as  filed  with  the  Federal  Power 
Commission  for  the  same  year  was  a  statement  of  the  con- 
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solidated  operations  of  Potomac  Electric  Power  Company 
and  its  then  subsidiary  Braddock  Light  and  Power  Com¬ 
pany,  Inc.  A.  Can  I  have  that  question  back? 

(The  reporter  read  the  question.) 

A.  Well,  I  don’t  know,  as  I  stated  before,  whether  the 
form  that  is  filed  with  this  Public  Utilities  Commission  is 
the  Form  1  that  you  referred  to  in  that  question. 

Q.  If  you  will  assume  it  is  for  the  purposes  of  the  question, 
what  is  the  answer?  A.  That’s  true  insofar  as  the  system 
is  defined  in  this  Form  12  report,  and  I  presume  that  the 
Form  1  when  it  says,  as  you  said,  Pepco  only,  means  the 
corporate  organization  of  Pepco. 

Q.  Now,  Mr.  Harvey,  will  you  please  turn  to  the  1949 
Form  12,  page  21.  Have  you  got  that?  A.  Yes,  sir. 

2105  Q.  Section  A  of  the  tabulation  on  that  page  is  cap¬ 
tioned  what?  A.  Energy  sold  to  ultimate  consumers. 

Q.  At  the  bottom  of  Section  A  there  is  a  total  line,  isn’t 
there?  A.  Yes, sir. 

Q.  And  the  figure  under  kilowatt  hours  in  the  total  line 
is  1,952,734,925  kilowatt  hours  ?  Is  that  correct  ?  A.  Yes,  sir. 

Q.  Now,  will  you  please  turn  back  to  page  19  of  Form  12, 
and  in  lines  13  and  16  on  that  page  you  see  two  figures,  the 
first  being  119,771,565  and  the  one  in  line  16  being  512,000. 
Is  that  correct?  A.  Are  you  referring  to  column  6  there? 

Q.  What?  A.  Referring  to  column  6? 

Q.  Yes.  A.  Yes,  sir. 

Q.  And  will  you  total  those  figures,  please?  A.  120,- 
283,565. 

Q.  Now,  please  read  the  caption  that  appears  in  column  1 
opposite  each  of  the  constituent  figures  of  that  total.  A. 
Virginia  Electric  and  Power  Company. 

Q.  And  that  samQ  caption  is  on  both  of  the  fig- 

2106  ures?  Right?  A.  Yes,  sir. 

Q.  And  the  first  column  heading  under  which  the  name 
Virginia  Electric  and  Power  Company  appears  twice  is 
what?  A.  Name  of  Other  Company  or  System. 

Q.  And  the -  A.  Column  1. 
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Q.  — column  6  is  captioned  what?  A.  Energy  Delivered 
(Instruction  2)  (Kilowatt  Hours)  (6). 

Q.  Now,  on  lines  20  and  23  on  that  same  page  there 
are  two  figures  appearing,  do  they  not,  in  column  6?  In 

line  20  the  figure  is  67,000,  and  in  line  23 -  A.  You  mean 

the  figure  67  that  is  designated  as  non-firm  and  the  22,- 
869,040  designated  as  firm? 

Q.  In  column  6  I  said,  on  line  20 -  A.  67,000  desig¬ 

nated  as  non-firm? 

Q.  No,  nothing  about  that  designated  in  column  6.  Do 
you  see  that?  All  you  see  in  column  6  is  67,000?  Isn’t 
that  correct? 

Mr.  Myse:  Are  you  trying  to  hide  that  essential  infor¬ 
mation  from  the  Commission? 

Mr.  Means:  I’m  bringing  out  the  points,  not  the  witness. 

Chairman  Flanagan:  We  will  have  no  further  in- 
2107  terruptions  of  that  kind,  Mr.  Myse:  Let’s  proceed. 

Mr.  Myse :  I  object  to  this  line  of  questioning  be¬ 
cause  obviously  it  is  misleading  as  far  as  the  Commission 
or  anyone  else  is  concerned,  Mr.  Chairman.  The  witness 
is  trying  to  make  a  full  and  fair  and  complete  statement 
of  what  that  67,000  means,  and  Mr.  Means  is  deliberately 
trying  to  mislead  the  Commission  implying  it’s  not  non¬ 
firm  energy  when  the  report  shows  on  its  face  it  is,  and 
I  object  to  any  further  line  of  questioning  unless  he  brings 
out  all  of  the  information  in  connection  with  the  figures 
which  he  is  asking  the  witness  to  read  into  the  record. 

Chairman  Flanagan:  I  think  he  is  bringing  it  out  very 
fully.  The  objection  is  overruled.  Proceed,  Mr.  Means. 

By  Mr.  Means: 

Q.  On  line  23  in  column  6  on  that  page,  19,  there  is  a 
figure  of  22,869,040,  is  there  not?  A.  My  report  is  not  too 
clear  on  that.  I  wonder  if  I  could  have  one  that  is  a  little 
clearer  ? 

(Mr.  Means  showed  the  witness  another  report.) 

Q.  Now,  in  column  1  of  that  tabulation  opposite  the 
figure  67,000  in  line  20  and  opposite  the  figure  22,869.040 
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in  line  23,  does  not  the  name  Southern  Maryland  Elec. 
Co-op,  Inc.  appear?  A.  For  the  first  item  designated  non- 
firm  and  for  the  second  item  designated  firm. 

2108  Q.  I  didn’t  ask  you  anything  about  column  4,  Mr. 
Harvey.  I’m  talking  about  column  1.  A.  That’s  the 

title  under  the  column  1.  It  says  “Name  of  Other  Company 
or  System.” 

Q.  And  the  name  of  Southern  Maryland  Elec.  Co-op, 
Inc.  appears  opposite  those  two  figures?  Right?  A.  Yes, 
sir. 

Q.  What  is  the  total  of  those  two  figures,  Mr.  Harvey? 
A.  22,936,040. 

Q.  Now,  several  questions  back  we  had  a  figure  which 
w-as  taken  from  page  21  for  kilowatt  hours  sold  to  ultimate 
consumers.  The  figure  was  1,952,734,925.  Do  you  remem¬ 
ber  that?  A.  That  is  the  figure  on  line  9  designated  under 
the  title  “Energy  Sold  to  Ultimate  Consumers,  Total”? 
Q.  That’s  right.  A.  Column  3,  “Kilovratt  Hours.” 

Q.  Now,  what  is  the  aggregate  of  that  figure  plus  the 
aggregate  figure  of  sold  to  Virginia  Electric  and  Power 
Company  wdiich  was  120  million — Do  you  have  the  figure? 
A.  Yes,  sir. 

Q.  — and  the  aggregate  of  the  figure  sold  to  Southern 
Maryland  Electric  Cooperative? 

Mr.  Myse:  I  object  to  that.  There  is  no  evidence 

2109  in  the  record  that  those  figures  are  sold.  The  only 
figures  so  far  are  delivered  to. 

Mr.  Means:  All  right.  Delivered  to. 

Mr.  Myse:  And  there  is  no  evidence  in  the  record  that 
any  energy  was  actually  physically  delivered.  Its  merely 
an  interchange  transaction. 

The  Witness :  The  total  of  1,952,734,925  and  120,283,565 
and  22,936,040  is  2,095,954,525. 

By  Mr.  Means: 

Q.  Right.  Now,  Mr.  Harvey,  the  first  figure,  the  1,900,- 
000,000  figure,  was,  as  you  stated,  from  page  21,  line  8, 
wdiich  was  the  total  energy  sold  to  ultimate  consumers. 
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Do  you  agree  that  that  is  delivered?  A.  That’s  not  even 
on  line  8  on  my  report. 

Q.  Line  9.  Sorry.  Do  you  agree  that  is  delivered?  A.  I 
wouldn’t  know. 

Q.  You  wouldn’t  know  whether  the  energy  sold  was  de¬ 
livered?  A.  The  caption  doesn’t  say..  It  doesn’t  say  de¬ 
livered.  It  says,  as  I  read  it,  under  Title  A,  energy  sold 
to  ultimate  consumers,  total. 

Q.  Yes.  Now  I’m  asking  whether  you  would  care  to 
hazard  a  guess  that  energy  sold  to  ultimate  consumers  is 
delivered.  A.  I  wouldn’t  know. 

2110  Mr.  Myse:  I  object  to  that.  I  don’t  believe  the 
witness  is  called  upon  to  hazard  any  guess. 

Mr.  Means:  I  just  called  upon  him  to. 

Chairman  Flanagan:  It’s  a  very  simple  question,  Mr. 
Myse.  I  think  this  witness  is  being  very  evasive,  and  he’d 
get  much  farther  and  have  a  clearer  set  of  exhibits  here 
if  he’d  make  clearer  answers. 

Mr.  Await:  I’d  like  to  say  this - 

Chairman  Flanagan:  You  were  just  waiting  for  that, 
weren’t  you? 

Mr.  Await:  No,  sir,  but  I  think  this  is  true,  Mr.  Chair¬ 
man  :  There  is  an  attempt  here  as  before  to  put  in  rebuttal 
testimony  through  a  witness  on  cross  examination,  and 
because  the  answers  are  not  the  way  they  want  leads  to 
all  this  confusion.  If  they  would  put  their  own  witness 
on  the  stand  in  rebuttal,  then  w*e  could  cross  examine,  and 
that  witness  could  say  what  he  wants.  It’s  a  difficult  thing 
and  it  never  works,  Mr.  Chairman.  It  always  causes  con¬ 
fusion. 

Chairman  Flanagan:  What  did  you  put  the  witness  on 
for  if  it  never  works,  Mr.  Await? 

Mr.  Await:  It  never  works  trying  to  put  your  rebuttal 
case  on  through  a  witness  on  cross  examination. 

Chairman  Flanagan:  We  have  spent  several  days  that 
could  have  been  condensed  into  less  than  a  day  if 

2111  we  had  clear,  concise  answers  to  the  questions  that 
were  asked.  The  witness  hasn’t  cared  to  admit  any- 
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thing,  but  he  has  been  evading  almost  every  question  put 
to  him  and  has  been  confusing  his  answers  so  that  nobody 
now  knows  what  is  involved  in  any  of  these  exhibits. 

Mr.  Await:  Mr.  Chairman,  when  counsel  puts  questions 
to  witnesses  that  assume  in  the  question  something  that 
the  witness  has  never  testified  to,  he  can’t  answer  that 
way. 

Mr.  Myse:  I  think  that  what  Mr.  Await  has  said  is 
clearly  an  answer  to  your  charge  of  evasion.  Time  and 
time  again  Commission  counsel  and  counsel  for  the  com¬ 
pany  have  characterized  certain  information  which  pur¬ 
ports  to  appear  in  this  record  which  the  titles  certainly 
do  not  support,  and  it  is  particularly  true  with  interchange 
transactions  because  the  fact  that  a  report  shows  that 
interchange  energy  is  received  does  not  mean  that  it’s 
actually  received  physically  on  the  company’s  lines  and 
their  own  witnesses  know  it. 

It  is  common  practice  in  the  industry  to  report  inter¬ 
change  transactions  as  received  and  transmitted  and  yet 
there  is  no  energy  physically  received  or  transmitted. 
And  that  is  the  reason  that  this  witness  has  had  to  answer 
the  questions  which  were  put  to  him  just  as  concisely  as 
he  possibly  can,  and  whenever  counsel  has  tried  to 
2112  interject  certain  things  into  the  questions  "which  the 
reports  do  not  support,  this  witness  I  think  was 
clearly  correct  in  answering  the  wny  he  has. 

Mr.  Harrison:  If  the  Commission  please,  I  have  been 
brought  into  this  argument,  and  I  should  like  to  have  a 
reply.  I  wnuld  like  to  say  first  that  this  witness  has  been 
evasive,  has  been  captious,  has  been  trying  to  play  ig¬ 
norant  about  matters  that  were  clearly  known  to  him, 
and  Mr.  Myse  has  led  him  in  and  has  been  seeking  to  get 
evasive  answers.  I  charge  that  this  witness  through  Mr. 
Myse  has  attempted  to  delay  this  proceeding  and  evade 
proper  answers  to  the  questions. 

Mr.  Myse:  I  haven’t  been  asking  any  questions. 

Chairman  Flanagan:  Proceed  with  the  question,  Mr. 
Means. 
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By  Mr.  Means: 

Q.  Mr.  Harvey,  please  turn  to  your  Exhibit  87- A,  page 
7.  Do  you  see  the  column  headed  “Estimated  Revenue ”? 
A.  Yes,  sir. 

Q.  And  that  column  totals,  does  it  not,  36,681,747  dol¬ 
lars?  A.  Yes,  sir. 

Q.  Now,  in  reaching  that  figure  and  the  figures  in  that 
column,  did  you  subtract  out  of  the  large  commercial,  high 
voltage,  naval  powder  factory,  Pentagon,  other  elec- 

2113  trie  utilities,  and  railroads  and  railways  classes  the 
amounts  of  fuel  clause  revenue  before  dividing  by 

the  kilowatt  hour  sales  to  determine  the  estimated  reve¬ 
nue  per  kilowatt  hour?  A.  No,  sir.  The - 

Q.  That’s  the  answer.  Thank  you.  A.  — division  was 
made  just  as  shown  by  the  figures  on  the  exhibit. 

Q.  Did  you  make  such  deductions  on  page  3  of  your 
Exhibit  87,  Mr.  Harvey?  A.  The  deductions  were  made 
for  the  items  large  commercial  and  high  voltage. 

Q.  Before  you  computed  the  kilowatt  hour  price?  A.  I’m 
sorry.  The  figure  was  computed  and  then  reduced  by  this 
adjustment  for  the  fuel  clause  in  those  two  items. 

Q.  You  did  not  make  the  adjustment  before  computing 
kilowatt  hour  price?  A.  No,  sir. 

Q.  Mr.  Harvey,  will  you  turn  to  page  2  of  your  Exhibit 
90?  On  that  page,  column  4  is  captioned  “Number  of 
Residential  Customers,”  is  it  not?  A.  Page  2? 

Q.  Page  2  of  Exhibit  90.  A.  Yes,  sir. 

Q.  Now,  aren’t  the  figures,  Mr.  Harvey,  in  that 

2114  column,  that  column  4,  the  total  number  of  residen¬ 
tial  customers  rather  than  only  the  Schedule  R  cus¬ 
tomers?  A.  That’s  the  figure  that  is  reported  on  the  re¬ 
ports  as  residential  or  domestic  sales,  average  number 
of  customers  per  month,  number  for  the  year. 

Q.  And  you  recognize  the  company  has  several  residen¬ 
tial  schedules,  do  you  not?  A.  Are  you  talking  about 
Pepco  Corporation  now? 

Q.  Yes.  A.  Yes,  sir. 
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Q.  Do  you  recall - 

Commissioner  Spencer:  Excuse  me,  Mr.  Means.  What 
form  are  you  referring  to,  Mr.  Harvey? 

The  Witness:  FPC  Form  1. 

Commissioner  Spencer:  Is  that  the  same  form  that  you 
have  designated  on  page  2  of  2 - 

The  Witness:  No. 

Commissioner  Spencer:  — of  Exhibit  90  as  Pepco  1949 
annual  report  on  file  with  PUC? 

The  Witness:  The  form  I  got  that  from  was  from  the 
PUC  report,  but  it’s  in  agreement  with  the  report  figures 
in  this  report.  That’s  the  reason  I  checked  it. 

By  Mr.  Means: 

Q.  I’m  not  sure  where  your  answers  are,  Mr.  Harvey. 

Do  you  recognize  that  the  company  has  several  resi- 
2115  dential  schedules,  not  only  Residential  R  Schedule? 

A.  Yes,  sir. 

Q.  And,  therefore,  the  figures  in  that  column  4  on  page 
2  of  Exhibit  90  are  for  the  total  residential  customers 
rather  than  just  the  Schedule  R  customers?  A.  Yes,  sir. 
It’s  number  of  residential  customers  as  designated. 

Q.  Then  the  figures  shown  in  column  5  of  that  page 
which  is  captioned  “Annual  Revenues  from  Schedule  ‘R’ 
Customers”  are  derived  revenues  from  all  residential  cus¬ 
tomers  rather  than  from  Schedule  R  customers,  are  they 
not?  A.  Yes,  sir.  And  that  column  is  incorrectly  cap¬ 
tioned  in  that  respect.  It  should  be  corrected  to  “Residen¬ 
tial  Customers.” 

Q.  And,  Mr.  Harvey,  I  believe  that  in  your  cross  exami¬ 
nation  by  Mr.  Harrison  yesterday  you  stated  that  you 
used  the  figure  of  6,000  minimum-bill  residential  customers 
in  your  Exhibit  91?  A.  Incidentally,  in  that  connection, 
if  I  might  complete  that  answer  to  the  previous  one,  I 
would  like  to  also  correct  page  1,  column  1,  that  caption 
that  said  “Schedule  R.”  That  should  be  changed  to  “Resi¬ 
dential”  also. 
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Q.  But  to  go  back  then  to  that -  A.  I’m  sorry. 

2116  Q.  — Exhibit  90 — since  you  went  back  I  will  go 
back — the  average  revenue  rates  you  used  in  there 

and  the  annual  revenue  per  customer  that  you  used  in 
there — that  is,  in  columns  2  and  3  of  page  2  of  Exhibit  90 
— were  computed  on  the  basis  of  Schedule  R,  were  they 
not?  A.  I’m  not  certain  of  that.  I  will  have  to  verify 
that  figure. 

By  Mr.  Means: 

Mr.  Myse :  You  will  have  to  look  at  transcript  1806  and 
ask  Commission  counsel. 

Mr.  Means:  This  is  his  exhibit. 

The  Witness:  It’s  not  clear  from  the  way  Mr.  Harri¬ 
son  presented  it.  In  some  spots  it’s  designated  Schedule 
R  at  one  place,  but  the  other  places  he  designated  them 
as  residential. 

Q.  You  didn’t  check  them  yourself,  Mr.  Harvey?  A.  I 
had  no  way  of  checking  the  figures  that  he  had  except  to 
make  the  mathematical  computation  which  I  did  based 
on  the  information  that  was  in  the  reports.  That  was 
the  only  information  available  to  me.  I  had  no  figures 
on  separate  Schedule  R,  if  that’s  what  he  intended  them 
to  be.  In  two  places  he  calls  them  residential  in  connec¬ 
tion  with  the  average  consumption.  In  other  words,  his 
column  1  and  column  2  figures  I  think  he  calls  residential, 
and  column  3  he  calls  the  Schedule  R  in  his. 

2117  Q.  Whose  columns  are  you  referring  to?  A.  I’m 
talking  about  page  2  now  of  Exhibit  90. 

Q.  That’s  your  exhibit,  isn’t  it?  A.  Yes,  sir. 

Q.  Who  is  the  “he”  that  is  doing  it?  A.  I  mean  in  the 
record  he  designated  them — sorry — Mr.  Harrison  desig¬ 
nated  them  in  the  record. 

Q.  He  didn’t  designate  any  columns  that  I  remember. 
A.  These  items  that  are  under  this  column  1  and  the  items 
that  are  under  column  3  he  designated  as  residential. 
The  items  that  are  under  column  2  he  designated  as  Sched¬ 
ule  R. 


674 


I’m  sorry.  That’s  wrong  too.  The  items  under  column 
1  and  column  2  he  designated  as  residential,  and  the  items 
under  column  3  he  designated  as  Schedule  R. 

Mr.  Harrison:  If  the  Commission  please,  would  you 
permit  me  to  interrupt?  I’d  like  to  ask  the  witness  in 
connection  with  his  statement  to  refer  to  transcript  page 
2019  where  I  asked  him  on  lines  18  and  19:  “You  have 
verified  those  figures  and  find  those  figures  are  correct, 
are  they?” 

His  answer  on  line  20  was:  “That  is  right.” 

Mr.  Myse:  Well,  as  long  as  we  are  on  that,  let’s  ask 
the  witness  what  did  he  mean  by  a  verification  of  those 
figures. 

The  Witness:  I  verified  them  through  the  only  source 
available  to  me,  which  was  these  reports  that  have 
2118  been  filed  with  this  Commission.  I  assume  that  Mr. 

Harrison  had  reference  to  total  residential  figures 
in  all  three  of  those  items.  If  he  didn’t,  why  I  misinter¬ 
preted  that. 

By  Mr.  Means: 

Q.  Let’s  go  on  to  our  next  question  which  we  were  in 
the  middle  of.  I  believe  that  in  your  cross  examination 
by  Mr.  Harrison  yesterday  you  stated  you  used  the  figure 
of  6,000  minimum-bill  residential  customers  in  vour  Ex¬ 
hibit  91  because  Mr.  Main  had  testified  that  that  was  the 
approximate  number  of  such  customers  that  the  company 
had.  Is  that  correct?  A.  I  believe  so. 

Q.  It’s  true,  is  it  not,  that  Mr.  Main  also  testified  that 
those  6,000  customers  were  residential  customers  and  not 
just  Schedule  R  customers,  is  it  not?  A.  Let  me  check 
that  answer. 

Mr.  Myse:  If  you  want  to  save  the  Commission’s  time, 
I  suggest  you  refer  the  witness  to  the  transcript. 

Mr.  Means:  He  knows  I  believe. 

The  Witness:  Page  832  I  believe.  I  don’t  seem  to  have 
that  volume  with  me. 
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(Mr.  Means  showed  the  witness  a  copy  of  the  tran¬ 
script.) 

A.  Apparently  Mr.  Main  didn’t  state.  Let’s  see. 

By  Mr.  Means: 

Q.  Read  the  question,  Mr.  Harvey.  A.  Mr. 

2119  Reilly  says,  “Mr.  Kirby,  would  you  waive  for  just 
a  minute?  May  I  ask  two  questions?  You  may  ask 

some  questions  about  what  I  ask.  Mr.  Main,  how  many 
customers  will  be  affected  by  the  minimum  bill  provisions 
in  these  rate  schedules?” 

The  Witness  said:  “I  had  a  figure  of  6,000.” 

By  Mr.  Means: 

Q.  That  indicates  to  you  more  than  one  schedule, 
doesn’t  it?  A.  The  rate  schedules  are  in  the  plural,  yes, 
sir.  That  indicates  to  me  that  is  total  residential.  Is  that 
right? 

Q.  That’s  right.  That’s  what  I  was  asking.  A.  I  thought 
you  said  it  the  other  way. 

Q.  Do  you  know  what  the  total  number  of  the  company’s 
residential  customers  is,  roughly?  A.  Total  number? 

Q.  Of  all  residential  customers.  A.  As  of  today  I 
wouldn’t  know. 

Q.  Well,  on  that  same -  A.  Something  over  250,000 

I  would  imagine.  Maybe  a  little  less  than  that. 

Q.  Now,  in  your  line  1  of  Exhibit  91,  Mr.  Harvey,  you 
used  the  figure  of  6,000  because,  as  you  said,  Mr.  Main 
had  testified  to  that  as  being  the  number  of  residen- 

2120  tial  minimum-bill  customers,  but  you  did  not  also 
use  his  figure  of  250,000  which  you  just  suggest 

in  line  2,  did  you?  A.  No,  sir.  I  thought  I  explained  that 
was  a  hypothetical  illustration  by  Mr.  Harrison. 

Q.  Do  I  gather,  Mr.  Harvey,  correctly  from  your  testi¬ 
mony  of  yesterday  that  Exhibits  91,  92  and  93  are  intended 
by  you  merely  as  exhibits  showing  possibilities  rather  than 
probabilities?  A.  Well,  they  illustrate,  in  my  opinion 
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whether  or  not  the  increase  in  kilowatt  hour  consumption 
will  decrease  the  average  revenue  per  kilowatt  hour  de¬ 
pends  on  where  the  increase  comes. 

Q.  And  the  examples  wThich  you  have  made  up  are  possi¬ 
bilities?  Is  that  your  theory?  A.  Well,  they  illustrate  the 
point  that  I  just  made. 

Q.  Well,  I  assume  you  think  they  are  possible,  don’t  you? 
A.  Possible? 

Q.  Possible  actual  situations?  A.  I  suppose  they’re  pos¬ 
sible.  They  might  be  decreases  in  some  of  these. 

Q.  Of  course,  if  they  are  not  possible  I  don’t  see  what 
value  at  all  they  have  in  this  proceeding,  do  you?  A.  I 
never  said  they  were  not  possible. 

Q.  Well,  they  do  illustrate  possibilities?  Right? 

2121  A.  Yes,  sir. 

Q.  Do  you  think  they  illustrate  probabilities,  Mr. 
Harvey?  A.  Well,  they  illustrate  exactly  what  I  said.  It’s 
a  hypothetical  illustration,  the  same  as  the  one  Mr.  Harri¬ 
son  gave  me  to  make  the  computation  on. 

Q.  Mr.  Harvey,  on  page  2006  of  the  transcript — Do  you 
have  that  page?  A.  Yes,  sir. 

Q.  — line  20,  you  refer  to  “all  customers.”  Could  you  tell 
me  w’ho  they  are?  Who  are  the  “all  customers”  you  were 
referring  to  there?  A.  Well,  I  had  reference  to  a  situation 
such  as  these  illustrations,  for  example.  I  mean  they  illus¬ 
trated  to  me  the  possibilities  of  the  increases  coming  in 
various  price  blocks. 

Q.  I  wasn’t  asking  you  what  the  exhibit  illustrated.  I 
asked  you  who  the  “all  customers”  -were  you  were  referring 
to.  You  mean  all  customers  of  any  given  utility  system?  A. 
Any  assumed  group  that  you  might  be  working  with  at  the 
time  you  are — 

Q.  You  mean  the  total  customers  of  a  group?  A.  Of  any 
group.  That’s  what  I  had  in  mind.  In  other  words,  as  I 
tried  to  illustrate  here,  it’s  possible  to  take  a  group  and 
have  an  individual  decline  in  individual  rates,  but  the 

2122  average  for  the  group  might  increase  because  of  the 
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fact  that  you  have  different  weightings  of  the  increase  due 
to  where  the  increase  comes. 

Q.  And  your  statement — the  condition  which  permits 
that,  makes  that  possible  by  your  statement,  is  that  “if  the 
distribution  of  the  increase  is  such  that  it  results  in  an 
increase  for  the  average  of  all  customers”?  Is  that  correct? 
A.  I  think  that  is  the  assumption  on  which  the  statement  is 
made. 

Q.  Does  “all  customers”  mean  all  customers  of  the  par¬ 
ticular  utility  with  which  you  are  concerned?  Group?  A. 
I  was  talking  about  the  group  that  I  just  mentioned — any 
group  that  you  might  take. 

Q.  The  group  whose  average  rate  per  kilowatt  hour — 
A.  Any  group  you  might  be  working  with. 

Q.  — results  in  increases?  Right?  A.  That  you  might 
be  working  with  to  determine — 

Q.  The  group  whose  average  rate  per  kilowatt  hour  in¬ 
creases?  Is  that  the  group  you  are  talking  about?  A.  That’s 
right.  Any  group  you  might  be  working  with  in  making  the 
computations. 

Q.  Does  that  statement  have  particular  application — the 
statement  in  lines  16  to  22  of  page  2006 — does  that  have 
particular  application  to  vour  Exhibit  93,  Mr.  Har- 
2123  vev?  A.  Which  line  was  that? 

Q.  Lines  16  through  22  on  page  2006.  A.  The  same  state¬ 
ment  you  mean? 

Q.  That’s  right.  A.  Has  application  to  these  Exhibits  91 
through  93. 

Q.  I’m  asking  you  whether  it  has  particular  application 
to  Exhibit  93.  A.  Yes,  sir,  93.  I’m  sorry. 

Q.  Well,  does  the  group  in  Exhibit  93  which  consists  of 
1,000  Schedule  R  customers  using  20  kilowatt  hours  initially 
and  1,000  Schedule  R  customers  using  170  kilowatt  hours 
initially,  which  advanced  to  45  and  195  kilowatt  hours,  re¬ 
spectively,  does  that  group  have  any  relation  to  all  Pepco 
customers?  A.  No,  sir.  That  is  a  hypothetical  assumption. 
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Q.  And  the  issue  we  are  discussing  with  these  exhibits  is 
the  average  rate  per  kilowatt  hour  of  Pepco,  is  it  not? 
A.  Well,  the  thing  that  I  was  trying  to  illustrate  here  was 
the  mathematical  possibilities  that  may  result  from  the  in¬ 
creases  coming  in  various  rate  blocks.  By  that  I  mean  this: 
That  one  kilowatt  hour  increase,  for  example,  in  a  four-cent 
rate  block  is  equivalent  to  more  than — well,  two  and  a  half 
times — two  and  a  half  kilowatt  hour  increase  in  the  lowest 

2124  block  in  this  Schedule  R  group,  for  example. 

Q.  Are  you  finished?  A.  Yes,  sir. 

Q.  What  is  the  group  of  “all  customers”  you  are  talking 
about  in  Exhibit  93?  A.  The  group  that  is  illustrated  in 
the  group. 

Q.  What  does  that  consist  of?  2,000  customers?  Right? 
A.  2,000  customers. 

Q.  Pepco  you  just  said  had  something  in  excess  of  250,000 
residential  customers?  A.  Yes,  sir.  You  could  make  the 
illustration  with  any  number  of  customers  and  still  come 
out  with  the  same  results. 

•  *•••••••• 

2125  Q.  Mr.  Harvey,  will  you  please  refer  to  your  Ex¬ 
hibit  No.  65.  A.  Yes,  sir. 

Q.  In  that  exhibit  you  show’  a  trend  line  of  average  rates 
per  kilowatt  hour  for  residential  service,  do  you  not?  A. 
Yes,  sir. 

Q.  Do  you  have  your  working  papers  with  you  behind 
that  exhibit?  A.  Yes,  sir. 

Q.  Will  you  please  read  the  average  revenue  in  cents  per 
kilowatt  hour  for  the  years  1944  through  1947  inclusive. 
A.  2.35  cents  per  kilowatt  hour  in  1944;  1945,  2.30  cents 
per  kilow’att  hour;  1946,  2.27  cents  per  kilowatt  hour;  1947, 
2.25  cents  per  kilow’att  hour. 

Q.  Mr.  Harvey,  do  you  know  whether  the  same  rate  sched¬ 
ules  were  in  effect  throughout  that  period?  A.  No,  sir,  I 
do  not. 

Q.  You  do  not  know  ?  A.  No,  sir. 
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Mr.  Means:  Mr.  Chairman,  may  I  ask  that  the  Commis¬ 
sion  take  judicial  notice  of  the  fact  that  the  same  rate  sched¬ 
ules  were  in  effect  in  1944,  1945,  1946  and  1947. 

Chairman  Flanagan :  The  orders  of  the  Commission 

2126  will  reflect  whether  that  is  so  or  not. 

By  Mr.  Means : 

Q.  Mr.  Harvey,  I  believe  that  in  computing  your  rate 
base  figure  for  December  31,  1951,  you  used  a  figure  of 
$303,319  for  net  additions  in  the  month  of  October  1950,  is 
that  correct  ?  A.  That  is  for  net  additions  to  electric  plant, 
yes,  sir. 

Q.  I  believe  you  have  already  stated  that  you  have  ex¬ 
amined  Pepco’s  report  to  the  Public  Utilities  Commission 
for  the  month  of  October  1950,  haven’t  you?  A.  Yes,  sir. 

Q.  Can  you  tell  us  for  the  record  what  that  report  shows 
net  additions  to  electric  plant  for  October  1950  to  have  been? 

A.  I  haven’t  had  occasion  to  refer  to  it  for  that  purpose.  If 
you  point  it  out  to  me,  I  will  be  glad  to. 

Q.  You  said  you  examined  the  report.  A.  I  was  working 
on  something  entirely  different,  Mr.  Means.  I  didn’t  have 
occasion  to  refer  to  it  for  that  purpose.  I  had  it,  I  think, 
Tuesday  afternoon  in  connection  with  another  purpose,  and  | 
also  this  morning,  but  it  didn’t  have  reference  to  that  matter. 

Q.  I  show  you  a  copy  of  Pepco  Financial  Statement  and 
Operating  Reports  October  1950,  which  is  in  the  same 

2127  form  as  filed  with  the  Public  Utilities  Commission, 
and  I  refer  you  to  page  11  of  that  report,  the  column 

on  that  page  headed  “Net  Additions,”  the  bottom  line,  total 
line  of  that  column,  opposite  the  caption  “Total  Utility 
Plant.”  A.  $1,309,511.12. 

Q.  Now,  do  you  understand,  Mr.  Harvey,  from  this  report 
that,  based  on  this  report,  that  figure  shows  what  the  net 
additions  to  electric  plant  for  October  1950  were?  A.  That 
is  what  the  report  purports  to  show. 
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Q.  That  is  what  the  report  shows,  isn’t  it?  A.  That  is 
what  it  reports. 

Q.  What  is  reported  in  the  report.  A.  That  is  correct. 

#*•••••••• 

Redirect  Examination 
By  Mr.  Myse: 

2128  Q.  Well,  now,  will  you  first  of  all  turn  to  Form  12 
for  1949  which  has  been  referred  to  in  this  morning’s 

record,  page  20  of  that  report,  which  is  Schedule  9,  headed 
“System  Energy  Accounting  for  the  Year.”  A.  Yes,  sir. 

Q.  Now,  do  you  recall  Mr.  Means  asking  you  to  make  a 
calculation  from  one  of  the  work  sheets  of  Pepco  by  equat¬ 
ing  the  difference  between  the  Pepco  estimated  kilowatt 
hour  sales  for  1951  as  shown  on  your  Exhibit  No.  87A,  page 
5,  and  a  figure  calculated  by  subtracting  from  2,631,000,000 
kilowatt  hours  net  generation,  a  figure  of  12,000,000  labeled 
“Net  Interchange.”  Do  you  recall  that  calculation?  A.  Is 
that  the  one  where  I  got  2,619,000,000? 

Q.  That  is  the  calculation.  As  I  recall,  you  arrived  at  a 
percentage  of  some  8.39  percent.  A.  Yes,  sir. 

Q.  Is  that  the  calculation?  A.  That  is  the  calculation 
I  got  at  that  time. 

Q.  That  is  the  percentage.  Now,  Mr.  Harvey,  will  you 
look  at  page  20  of  FPC  Form  12  for  the  1949  Potomac 
Electric  Power  Company  system  and  subtract  from  the 
2,215,841,000  net  generation  shown  for  1949  the  net  kilowatt 
hours  delivered  to  other  systems  that  is  not  firm  energy 
shown  on  that  schedule.  A.  That  is  line  11  figure 

2129  of  net  balance  of  line  10 — it  look  like  on  this  report — 

Q.  43,799,565.  A.  It’s  not  too  clear  on  this.  That 
is  43,  that  first  figure  and  not  an  8,  isn’t  it  ? 

Q.  Yes,  43,799,565.  A.  You  want  to  subtract  that — 

Q.  Subtract  that  from  the  figures  for  net  generation  that 
you  have  used  in  your  Exhibit  87A.  A.  It  is  2,172,041,435. 
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Q.  Now,  first  of  all,  that  43,799,565  is  shown  by  that  report 
as  the  net  delivered  “Other  Than  Firm  Energy.”  A.  Yes, 
sir. 

Q.  Now,  what  was  the  result?  A.  It  is  on  line  11  of  the 
report,  Column  3. 

Q.  What  was  the  result  of  that  subtraction?  A.  2,172,- 
041,435. 

Q.  Now,  will  you  equate  that  figure  that  you  have  just 
determined  with  the  kilowatt  hour  sales  which  you  deter¬ 
mined  the  other  day,  that  is  considering  both  Braddock  and 
Pepco,  of  2,095,954,530  and  give  me  the  percentage.  A.  That 
is  the  division  of  the  2,095,954,530  by  the  2,172,041,435. 

Q.  That  is  correct.  A.  It  is  96.5. 

Q.  What  is  the  difference  between  that  and  100 

2130  percent?  A.  That  was  a  percentage,  96.5  percent. 
The  difference  would  be  3.5  percent. 

Q.  Now,  that  43,799,565  kilowatt  hours  shown  on  Schedule 
9  as  net  delivered  “Other  Than  Firm  Energy”  is  derived, 
is  it  not,  from  Schedule  8,  Part  A  plus  Part  B,  as  shown  on 
Schedule  9.  A.  That  is  page  19  that  you  have  reference  to. 

Q.  Yes,  page  19  of  the  Form  12  report.  That  is  where  that 
figure  comes  from,  does  it  not?  A.  May  I  have  that  ques¬ 
tion? 

(The  reporter  read  the  pending  question.) 

Q.  That  is  shown  on  the  line  headed  “2,”  is  it  not, 
page  20?  A.  On  page  20 — we  have  the  figure  there — I 
thought  we  had  that  43,799,565  under  the  heading  “Other 
Than  Firm  Energy.”  That  is  2. 

Q.  That  figure  of  43,799,565  is  the  difference  between  the 
total  shown  on  Schedule  9  of  “Other  Than  Firm  Energy 
Received”  and  “Other  Than  Firm  Energy  Delivered”  as 
shown  on  Schedule  9,  is  it  not?  A.  I  see  what  you  mean. 
Yes,  sir.  Just  a  moment.  That  is  right. 

Q.  So  that  so  far  as  energy  other  than  firm  energy  is  con¬ 
cerned,  there  was  more  energy  delivered  by  the  Pepco 

2131  system  in  1949  than  there  was  received,  isn’t  that 
correct?  A.  That  is  what  the  report  shows. 
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Q.  Now,  those  figures  of  energy  other  than  firm  delivered 
and  received  as  they  appear  on  Schedule  9  of  Form  12  * 

report  for  the  year  1949  are  also  shown  on  page  19  or 
Schedule  8  of  that  same  report,  are  they  not?  A.  That  is 
right.  * 

Q.  And  they  appear  at  line  39  of  Schedule  8  of  that  report. 

A.  That  is  right. 

Q.  Now,  the  figures  that  appear  at  that  line  39  are  the 
summation  of  certain  figures  appearing  in  Columns  5  and  6 
of  page  19,  Schedule  8,  of  Form  12  report  we  have  been  « 
referring  to,  are  they  not?  A.  That  is  right.  It  is  labeled 
“Total  Transfers  Other  Than  Firm.” 

Q.  In  Column  4  of  that  same  schedule,  there  is  a  notation, 
either  F  or  NF,  isn’t  that  correct?  A.  That  is  correct. 

Q.  And  that  is  shown  by  the  heading  of  the  column  to 
refer  to  “Firm”  as  “F”  and  “NF”  as  a  “Non-Firm”  transfer. 

A.  That  is  correct. 

Q.  Now,  will  you  turn  to  page  17  of  the  same  Form  12.  * 

First  of  all,  that  page  is  the  general  instructions  for 
2132  Schedule  8,  is  it  not?  A.  Yes,  sir. 

Q.  Will  you  read  into  the  record  the  definition  for 
firm  power  included  in  those  general  instructions.  I  believe 
it  is  Definition  No.  7,  but  if  not,  read  whatever  else  there 
is  there.  A.  Item  7  says  “Firm  power  for  purposes  of  that 
schedule  is  power  which  is  intended  to  be  continuously  < 

available  for  delivery  to  the  purchaser.  Other-than-firm 
power  is  power  delivered  or  received  on  a  ‘when,  as  and  if 
available’  basis.”  * 

Q.  Now,  refer  back  to  Schedule  8,  page  19  of  Form  12  * 

report,  and  tell  me  whether  or  not  it  is  a  fact  that  a  por¬ 
tion  of  the  energy  shown  as  received  from  Consolidated 
Electric  Light  and  Power  Company  of  Baltimore  is  or  is 
not  firm  energy.  A.  It  is  designated  in  the  report  as  “F”  N 
and  the  column  caption  says  that  “F”  means  “Firm.” 

Q.  And  a  portion  of  the  energy  shown  as  received  from 
Consolidated  is  so  designated,  is  it  not?  A.  Yes,  sir. 


*i 
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Q.  Now,  is  that  likewise  true  with  respect  to  the  energy- 
shown  on  Schedule  8  of  Form  12,  Column  6,  energy  delivered 
to  the  Southern  Maryland  Electric  Co-op?  A.  That  is 
correct. 

Q.  In  other  words,  there  is  both  kinds  of  energy.  A. 
Yes,  sir. 

2133  Q.  Will  you  refer  to  the  Form  1,  FPC  Report  of 
Potomac  Electric  Power  Company  for  the  year  1949, 

more  particularly  to  page  86A  of  that  report.  Do  you  have 
that,  Mr.  Harvey?  A.  Yes,  sir. 

Q.  Now,  that  report  shows  on  86A,  under  the  heading 
“Interchange  Power,”  a  certain  net  difference  in  kilowatt 
hours  to  the  Consolidated  Gas  Electric  Light  and  Power 
Company  of  Baltimore,  does  it  not?  A.  Net  difference  to? 
Q.  Yes.  A.  There  is  one  net  difference  to — yes. 

Q.  Column  H,  page  86A,  shows  a  net  difference  of  kilo¬ 
watt  hours  to  Consolidated  Gas  Electric  Light  and  Power 
Company  of  78,037,000  kilowatt  hours,  does  it  not?  A.  Iam 
sorry — that  is  a  net  difference  from,  I  believe. 

Q.  You  are  correct.  In  other  words,  the  received  is  more 
than  delivered  in  this  case.  A.  Yes,  sir. 

Q.  Now,  of  that  78,037,000  kilowatt  hours  net  difference 
from  Consolidated  Gas  Electric  Light  and  Power  Company, 
how  much  of  that  is  the  result  of  energy  delivered  to  the 
Pennsylvania  Railroad  in  the  District  of  Columbia  at  the 
•  Benning  Station?  A.  There  is  one  item,  it  shows 

2134  point  of  interchange,  Benning,  District  of  Columbia, 
to  Pennsylvania  Railroad,  minus — delivered  is  89,- 

218,000  or  net  difference  for  that  item,  delivered  to  the 
Pennsylvania  Railroad  of  66,609,000. 

Q.  Now,  you  mentioned  the  figure  of  delivered  to  the 
Pennsylvania  Railroad.  There  is  also  received  from  the 
Pennsylvania  Railroad  as  shown  by  this  report  in  Column 
F,  an  amount  of  22,609,000,  is  that  correct?  A.  That  is 
correct.  And  the  figure  of  66,609,000  is  the  net  difference 
delivered. 

Q.  Now,  lower  down  on  that  same  page  of  the  Form  1 
Report  is  an  item  which  shows  interchange  received  from 
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Baltimore  at  167,037,000  kilowatt  hours,  isn’t  that  correct? 
A.  That  is  correct. 

Q.  And  that  has  two  footnotes  as  references,  does  it  not? 
A.  Yes,  sir. 

Q.  What  are  those  footnotes?  A.  Footnote  Item  2  says 
“Invoice  kilowatt  hours;  excludes — that  looks  like  on  my 
report — 64,894,000  kilowatt  hours  of  circulating  current.” 

Q.  What  does  the  other  footnote  read?  A.  The  other 
footnote  is  Item  3,  “Excludes  3,901,000  kilowatt  hours  of 
firm  peak  service.” 

Q.  Novr,  immediately  below  the  figure  of  167,037,000  kilo¬ 
watt  hours  that  we  have  just  referred  to  is  another 

2135  figure  of  kilowatt  hours  as  shown  by  this  same  page 
of  the  same  report  as  interchange  delivered  to  Balti¬ 
more,  is  there  not  ?  A.  That  is  correct. 

Q.  And  that  figure  is  92,901,000  kilowatt  hours,  is  it  not? 
A.  That  is  correct. 

Q.  And  that  also  is  qualified  by  Footnote  2  involving  the 
64,894,000  kilowatt  hours  of  circulating  current,  is  it  not? 
A.  That  is  correct. 

Q.  Now,  on  transcript  page,  beginning  at  the  bottom  of 
2074  and  2075,  you  answered  in  response  to  certain  questions 
of  the  Chairman  as  to  what  the  78,037,000  kilowatt  hours 
net  difference  is  used  for  on  the  Pepco  system.  Do  you  recall 
that  testimony?  A.  That  is  line  24,  “The  Witness:  I  be¬ 
lieve  I  stated  probably  to  send  out  over  the  system  to  the 
customers.  I  think  Mr.  Harrison — ”  and  I  was  cut  off. 

Q.  Well,  now,  in  the  light  of  the  information  you  now 
have,  do  you  have  any  comment  on  that  testimony?  A.  Yes, 
sir.  I  have  had,  since  yesterday,  occasion  or  an  opportunity 
to  check  these  figures  in  the  report  which  we  have  just  gone 
over.  And  it  certainly  is  evident  that  all  of  this  energy,  a 
substantial  portion  of  it  is  not  received  for  the  system 

2136  of  Pepco  or  Pepco  customers,  if  the  reports  are  cor¬ 
rectly  stated.  I  would  like  to  so  qualify  the  answer 

that  previously  Avas  given  yesterday. 
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Q.  Now,  will  you  turn  to  page  2044  of  the  transcript. 
Now,  at  lines  13  to  16  of  that  page,  Mr.  Harrison  asked  you 
with  respect  to  the  difference  between  a  figure  of  $39,896,007 
shown  on  your  original  Exhibit  87,  page  2,  and  the  figure 
of  $39,360,415  which  he  gave  you  subject  to  check.  Do  you 
recall  that  testimony?  A.  Yes,  sir. 

Q.  Do  you  have  any  comments  to  make  regarding  that 
difference?  A.  Yes,  I  do.  I  want  to  state  for  the  record 
that  the  amount  of  $39,360,415  which  Mr.  Harrison  gave  me 
as  the  total  to  be  shown  for  page  2  of  original  Exhibit  87 
after  breaking  down  the  commercial  and  industrial  hours 
between  the  three  groups  and  the  two  large  individual  cus¬ 
tomers  is  $529,915  more  than  the  amount  of  $38,830,500 
shown  on  Exhibit  46,  Schedule  1  for  Item  2,  operating 
revenues  from  sales  of  electric  energy. 

Q.  Now,  I  believe  it  was  Commissioner  Spencer  who  asked 
you  last  Monday  whether  the  kilowatt  hour  sales  for  the 
months  of  July,  August  and  September  were  more  or  less 
than  actual.  As  I  recall  it,  you  stated  that  the  kilowatt 
hours  were  less  than  the  estimate  but  the  revenues 
2137  from  such  sales  were  more  than  the  estimate.  Do 
you  have  any  comments  on  that?  A.  Yes,  sir.  I 
would  like  to  state  for  the  record  in  connection  with  that 
reply  that  the  figures  for  October  1950  have  subsequently 
been  made  available  to  me,  and  for  the  four  months  from 
July  through  October  1950  for  which  comparisons  are  now 
available  between  Pepco’s  estimated  figures  of  revenues 
and  kilowatt  hours  and  the  actual  results  of  operations,  the 
total  kilowatt  hours — when  I  say  the  total  kilowatt  hours 
I  mean  the  actual  kilowatts — are  6,320,169  in  excess  of 
Pepco’s  estimates  and  revenues  from  sales  of  electric  energy 
for  these  four  months  are  $325,562.36  in  excess  of  Pepco’s 
estimates  for  these  four  months,  and  in  spite  of  this  increase 
in  kilowatt  hours,  the  average  revenue  rate  per  kilowatt 
hour  is  1.614  actual  as  compared  to  1.584  for  these  four 
months,  or  an  excess  of  .030  actual  over  estimated  revenues 
per  kilowatt  hours  on  the  average.  I  would  like  to  add  one 


sentence  to  that.  These  averages  have  been  computed  by 
taking  the  total  revenues  for  the  four  months  and  dividing 
them  by  the  total  kilowatt  hours  for  the  four  months. 

Q.  Now,  you  mentioned  a  number  of  times,  Mr.  Harvey, 
in  your  examination —  A.  That  should  be  kilowatt 

2138  hour  sales  for  the  four  months. 

Q.  — you  did  not  adjust  for  any  decline  in  any 
revenues  per  kilowatt  hour  for  1950.  In  the  light  of  the 
latest  available  information,  do  you  have  any  further  com¬ 
ment  to  make  with  respect  to  that?  A.  I  have  a  comment, 
if  I  can  find  the  correct  page.  Yes,  sir.  The  comment  I  wish 
to  make  is  that  I  have  stated  several  times  with  respect  to 
the  reason  why  I  made  no  adjustment  for  possible  decreases 
in  average  revenue  rate  per  kilowatt  hour  that  I  used  figures, 
average  revenue  kilowatt  hour  figures  for  1950  which  in¬ 
cluded  four  months  figures  estimated  by  Potomac  Electric 
Power  Company  which,  based  on  the  comparisons  that  were 
available,  indicated  that  the  average  revenue  rates  per  kilo¬ 
watt  hour  for  1950  which  I  used  in  applying  them  to  1951 
kilowatt  hours  were  understated.  Based  on  the  information 
now  available  through  the  receipt  of  the  October  report 
from  Potomac  Electric  Power  Company,  by  substituting  the 
two  months  actual,  September  and  October,  so  that  we  now 
have  actual  average  revenue  figures  for  ten  months — correct 
that — we  will  have  now  actual  revenue  figures  for  ten 
months  and  actual  kilowatt  hours  for  ten  months  and 
Pepco’s  estimates  for  only  two  months,  this  computation 
tends  to  prove  the  accuracy  of  the  reason  that  I  have  pre¬ 
viously  stated  for  not  making  this  adjustment,  for  by  using 
ten  months  actual  and  only  two  months  estimated,  we  have 
an  average  revenue  rate  per  kilowatt  hour  which  is 

2139  .00209  cents  per  kilowatt  hour  higher  than  the  figure 
which  I  used  including  eight  months  actual  and  four 

months  kilowatt  hours  and  revenues  estimated  by  Potomac 
Electric  Power  Company. 

Mr.  Harrison:  Would  you  read  that  figure  in  cents  per 
.kilowatt  hour  that  you  just  gave? 
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The  Witness:  .00209  cents  higher  than  the  figure  arrived 
at  by  using  eight  months  actual  and  four  months  estimated. 

By  Mr.  Myse: 

Q.  Now,  Mr.  Harvey,  just  a  short  while  ago  Mr.  Means 
showed  you  the  October  report  of  the  Potomac  Electric 
Power  Company  and  more  particularly  the  net  additions 
which  they  reported  in  that  report  as  having  been  made 
during  the  month  of  October,  do  you  recall  that?  A.  Yes, 
sir. 

Q.  Have  you  had  any  opportunity  whatsoever  to  check  the 
vouchers  back  of  the  figures  appearing  in  that  report?  A. 
No,  sir. 

Q.  In  your  opinion,  would  it  be  necessary  in  order  to 
determine  whether  or  not  those  figures  actually  represent 
net  additions  for  that  month  ?  A.  I  think  that  follows  as  a 
matter  of  good  audit  procedure,  yes,  sir. 

Commissioner  Spencer:  Excuse  me.  Mr.  Harvey, 
2140  as  I  understand,  you  have  accepted  certain  estimates 
of  Pepco  and  decreased  them  by  50  percent  in  com¬ 
puting  your  1951  rate  base. 

The  Witness:  Yes,  sir,  net  additions  to  electric  plant. 

Commissioner  Spencer:  Did  you  check  any  of  the  vouch¬ 
ers  prior  to  the  use  of  those  figures? 

The  Witness:  No,  sir. 

Commissioner  Spencer:  No,  sir. 

By  Mr.  Myse: 

Q.  Mr.  Harvey,  in  your  opinion  do  the  figures  of  the 
magnitude  which  are  reported  in  that  report  for  the  month 
of  October  change  your  opinion  to  any  substantial  degree 
with  respect  to  your  Exhibit  87  or  87A?  A.  Certainly  the 
more  months  we  have  available  for  comparison,  the  more 
accurate  the  adjustment  should  be.  I  believe  I  stated  that 
before  in  response  to  a  question  by  Mr.  Means.  This  indi¬ 
cates  to  me,  this  sharp  reversal  of  trend  indicates  to  me  that 
the  reversal  should  be  investigated- 

Mr.  Means:  I  object  to  that,  Mr.  Chairman. 
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Chairman  Flanagan:  Just  what  do  you  mean  by  that 
remark,  Mr.  Harvey? 

The  Witness:  The  reason  why  this  change  has  changed, 
as  I  stated,  it  would  require  an  audit  of  vouchers  to  deter¬ 
mine  what  was  behind  the  change,  the  sharp  reversal 

2141  of  trend  between  the — well,  the  8.6  percent  over¬ 
estimate — I’m  sorry — 94.8  I  believe  it  w^as  for  Sep¬ 
tember  and  68.3  percent  for  August. 

Mr.  Means:  I  ask  that  be  stricken,  Mr.  Chairman,  as  en¬ 
tirely  uncalled  for.  He  has  shown  no  basis  for  putting  any 
such  inference  in  this  record. 

Mr.  Myse:  Well,  I  think  this  witness  can  give  his  opinion 
as  to  whether  or  not  he  thinks  they  should  be  investigated, 
and  he  certainly  did  and  he  gave  the  reason  for  it.  I  think 
it  is  pretty  obvious  that  if  you  have  such  a  sharp  reversal 
in  trend  in  one  month  during  a  rate  case  when  the  question 
is  at  issue  that  it  certainly  ought  to  be  investigated  thor¬ 
oughly  by  this  Commission. 

Chairman  Flanagan:  By  this  Commission? 

Mr.  Myse:  Yes, sir. 

Chairman  Flanagan:  You  imputed  falsity  to  the  figures 
reported  by  this  company. 

Mr.  Myse:  I  am  not  imputing  anything  except  that  I 
think  it  bears  investigation. 

Chairman  Flanagan:  Well,  you  must  have  some  more 
substantial  reason  than  that.  Do  you  think  that  they  have 
fudged  in  any  way  or  that  they  have  deliberately  given 
misleading  figures  to  influence  this  Commission  in  its  de¬ 
cision? 

Mr.  Myse:  I  can’t  speculate. 

2142  Chairman  Flanagan:  Well,  that  sort  of  remark 
now  is  pure  speculation,  is  it  not?  That  is  a  rather 

serious  request  that  you  have  made  with  regard  to  a  figure 
presented  to  this  Commission  as  being  accurate. 

Mr.  Myse :  I  think  as  a  matter  of  proper  Commission  pro¬ 
cedure,  certainly  with  all  the  Commissions  that  I  have  ever 
been  associated  with,  when  we  have  a  sharp  reversal  in  sta- 
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tistics  for  one  month  of  that  character,  we  have  always  very 
carefully  investigated  the  vouchers  behind  them.  That  is 
the  only  reason  I  made  the  statement. 

Chairman  Flanagan:  What  Commissions  are  you  refer¬ 
ring  to  ? 

Mr.  Myse :  The  Wisconsin  Public  Service  Commission,  the 
Federal  Power  Commission,  the  Federal  Communications 
Commission. 

Mr.  Harrison:  Mr.  Chairman,  may  I  point  out  that  the 
trend  was  just  the  other  way  in  the  earlier  months  and  Mr. 
Myse  did  not  see  fit  to  question  that  trend  that  time  or 
request  an  investigation  as  to  the  downward  trend. 

Chairman  Flanagan:  You  have  a  motion  before  the  Com¬ 
mission. 

Mr.  Means:  I  have  a  motion  to  strike,  Mr.  Chairman. 
May  I  point  out  the  figures  we  have  been  dealing  with  relate 
to  a  physical  problem  of  construction  program  which  is  not 
controllable  in  the  sense  that  a  sales  figures  would  be 
2143  or  a  normal  cost  figure  would  be.  So  that  there  is  no 
reason  for  believing  that  a  jump  up  or  down  means 
anything  more  than  an  actual  fact  of  the  way  the  construc¬ 
tion  program  works  out  in  practice. 

Chairman  Flanagan:  We  will  defer  the  ruling  on  your 
motion,  Mr.  Means. 

Recross  examination 

•  ••••••••• 

2146  By  Mr.  Means: 

Q.  Mr.  Harvey,  will  you  please  refer  to  page  5  of 
your  Exhibit  87 A.  A.  Yes,  sir. 

Q.  The  second  block  of  figures  there,  the  ’51  block,  you 
show  opposite  the  Pepco’s  estimated  kilowatt  hour  sales 
the  figure  of  2,399,304,000  kilowatt  hours,  do  you  not?  A. 
Yes,  sir. 

Q.  That  is  Pepco’s  estimated  kilowatt  hour  sales — that  is 
the  label  you  put  on  it.  A.  Yes,  sir. 
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2147  Q.  Does  that  figure  include  sales  to  Virginia  Elec¬ 
tric  and  Power  Company  and  the  Southern  Maryland 

Cooperative  Inc.  ?  A.  That  figure  is  taken  from  Work  Sheet 
D-l,  Potomac  Electric  Power  Company  work  sheet,  D-l, 
supporting  Exhibit  12,  and  it  includes  9,700,000  kilowatt 
hours  sold  or  to  be  sold,  I  presume,  estimated  to  be  sold, 
to  the  Virginia  Electric  and  Power  Company,  and  48,485,000 
estimated  to  be  sold  to  the  Southern  Maryland  Electric 
Co-op. 

•  ••••••••• 

Q.  I’m  sorry.  What  was  the  under-estimate  of  revenue 
per  kilowatt  hour  for  October  1950?  You  gave  four  months. 
A.  Under-estimate  of  what? 

Q.  Of  revenue  per  kilowatt  hour  for  October  1950?  A. 
October  was  under-estimated  by  Pepco,  although  the  kilo¬ 
watt  hours  were  8,672,000 — 

Q.  I  just  asked  for  the  revenue  per  kilowatt  hour.  A. 
— in  excess  of  the  actual,  in  excess  of  the  estimated,  the 
figure  was  .007  cents. 

Q.  Now,  if  you  add  this  October  figure  to  the  July,  August 
and  September  similar  figures  shown  in  your  Exhibit  94, 
in  the  last  column,  Mr.  Harvey,  does  not  that  show 

2148  that  the  rates  for  kilowatt  hour  revenues  of  those 
four  months  have  been  declining,  the  under-estimate 

for  those  four  months?  A.  Are  you  talking  about  dollars? 

Q.  I  am  talking  about  Column  4  on  Exhibit  94.  A.  It 
would  naturally  decline  because  of  this  increase. 

Q.  Will  you  read  in  the  figures  shown  in  Column  4  Ex¬ 
hibit  94  starting  with  July  1950.  A.  That  is  the  figure 
“Under-estimate  of  Revenue  per  Kilowatt  Hour.”  The  figure 
for  July  1950  is  .044  cents;  August  1950,  .040  cents;  Septem¬ 
ber  1950,  .020  cents;  October  is  not  on  the  form — October 
1950  is  .007  cents. 

•  ••••••••• 
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Redirect  examination 
By  Mr.  Myse: 

Q.  Since  Mr.  Means  saw  fit  not  to  let  yon  explain  why 
there  was  a  decline  in  the  under-estimates  of  Pepco  for  the 
four  months,  will  you  explain  now.  A.  What  I  was  trying 
to  point  out  was  that  although  this  average  revenue  rate 
per  kilowatt  hour  apparently  declines,  the  actual  under¬ 
estimate  of  dollars  has  increased,  and  in  September  it  was 
$136,055.35,  actual  over  estimated,  and  in  October  the  actual 
.  was  $156,626.27  over  the  estimated  total  revenue. 
2149  Mr.  Myse:  I  have  no  further  questions. 

Commissioner  Spencer:  Will  you  read  that  answer 

back. 

(The  reporter  read  the  last  answer.) 

The  Witness:  I  think  there  is  a  mis-statement.  That 
statement  is  not  entirely  correct.  I  stated  in  the  beginning 
that  the  average  revenue  rate,  where  I  stated  it  before,  that 
the  average  revenue  rate  apparently  declined.  Actually,  it 
is  the  difference  between  the  actual  average  revenue  rate 
and  the  estimated  average  revenue  rate  per  kilowatt  hour 
using  the  Potomac  Electric  Power  Company’s  estimates 
that  declined.  The  average  revenue  rate  per  kilowatt  hour 
actually  did  not  decline,  and  it  is  higher  in  October. 

Mr.  Myse :  Otherwise  the  figures  in  dollars  that  you  stated 
in  the  record  are  correct,  are  they  not? 

The  Witness:  Yes,  sir. 

•  ••••••••• 

2153  Mr.  Means:  I  believe  82  and  82-A  were  offered  by 
Mr.  Await. 

Chairman  Flanagan:  Yes. 

Mr.  Await:  Correct. 

2154  Mr.  Means:  I  object  to  those  in  that  Pepco  was  not 
a  party  to  the  proceeding  in  which  Mr.  Bennett  testi¬ 
fied,  which  is  the  extract  from  the  transcript.  We  had  no 
opportunity  to  cross  examine  Mr.  Bennett.  I  am  not  at  all 
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sure — I  don’t  know  and  I  can’t  say — whether  those  are  the 
entire  extracts  of  Mr.  Bennett’s  testimony  in  that  proceed¬ 
ing.  If  they  aren’t,  that’s  another  ground  for  objecting. 

Also  it  had  been  my  understanding  that  the  direct  testi¬ 
mony  in  this  case  by  the  real  estate  man,  Mr.  Owen,  was 
to  cover  these  properties  as  well  as  the  properties  that 
were  covered  formerly  in  81  and  81-A.  So,  there  being  direct 
testimony  in  this  case  on  that,  I  see  no  reason  for  bringing 
into  the  case  an  exhibit  which  is  pure  hearsay  so  far  as 
Potomac  Electric  Power  Company  is  concerned. 

As  to  Mr.  Awalt’s  other  exhibits,  I  would  like  to  be  heard. 
Exhibit  87  appears  to  me  to  have  no  value  to  this  proceeding 
for  two  reasons,  in  that  it  does  not  recognize  the  accepted 
fact  that  increased  usage  of  electricity  by  customers  tends 
to  reduce  the  revenue  per  kilowatt  hour,  and  it  did  not  break 
down  the  commercial  and  industrial  classification  into  its 
component  groups,  which  results  in  a  different  figure  en¬ 
tirely. 

87-A  seems  to  me  to  contain  two  errors  which  completely 
invalidate  it  as  testimony  or  evidence  in  this  case. 
2155  It  is  a  mixture  of  Form  12,  which  is  the  system  report, 
and  Form  1,  which  is  a  corporate  report.  It  applies 
Form  1  figures  as  against  Form  12  figures  to  produce  so- 
called  ratios  that  then  are  applied  to  produce  an  adjustment 
in  the  estimated  sales  figure.  It  contains  in  it  the  assumption 
that  the  order  of  estimating  is  first  that  the  company  esti¬ 
mates  the  kilowatt  hours  to  be  generated  by  it  and  then 
proceeds  from  that  fact  to  estimate  its  sales,  winch  is  a 
misunderstanding  of  the  process  of  estimating  by  a  utility 
which  is  so  apparent  that  it  needs  no  argument.  And  it 
completely,  to  my  mind,  invalidates  the  exhibit  as  I  have 
suggested. 

The  proponent  of  those  exhibits  as  well  as  of  the  following 
exhibits  winch  Mr.  Await  has  offered,  the  succeeding  num¬ 
bers,  appears  to  me  in  his  direct  testimony  to  have  shown 
he  is  not  qualified  to  testify  as  to  either  a  construction  pro¬ 
gram  or  a  financing  program  for  a  utility  or  to  testify  to 
the  method  of  estimating  utility  revenues  and  expenses. 
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As  to  exhibits  88  and  88-A,  it  seems  to  me  the  basic 
error  there  is  in  adjusting  the  rate  base  which  assumes 
a  50  per  cent  reduction  throughout  the  balance  of  1950 
and  throughout  all  of  1951  in  the  company’s  construction 
program  on  the  basis  of  three  months  ’  actual  results  under 
the  construction  program,  an  adjustment  made  by  a  wit¬ 
ness  who  testified  that  he  has  not  in  any  way  con- 

2156  sidered  the  actual  construction  program.  He  does 
not  know  what  projects  in  that  program  are  to  be 

cut  in  half  and  what  are  not.  He  does  not  know  where 
he  would  apply  his  reduction  to  the  construction  program. 
Plus  the  fact  that  our  October  construction  has  actually 
shown  that  his  July,  August  and  September  figures  are 
no  more  than  the  normal  lag  which  arises  from  a  construc¬ 
tion  program  that  is  dependent  upon  the  whims  of  sup¬ 
pliers  and  the  problems  of  getting  materials  and  all  the 
rest  of  the  things  that  enter  into  the  construction  of  large 
projects. 

It  seems  to  me  that  Exhibits  88  and  88-A  for  those  two 
reasons  is  completely  invalid.  Added  to  which  is  that 
they  are  built  on  the  conclusions  reached  in  87  and  87-A 
so  that  the  errors  in  those  exhibits  are  cumulative  and 
affect  88  and  88-A. 

89  appears  to  me  to  be  a  meaningless  collection  of  fig¬ 
ures  which  the  witness  was  unable  to  relate  in  any  way 
to  the  actual  facts  before  this  Commission,  in  that  certain 
figures  are  labeled  as  excess  amounts  which  were  paid 
by  Capital  Transit  in  the  period  of  the  past  17  years,  yet 
the  witness  is  unable  to  say  that  the  rates  heretofore 
charged  to  Capital  Transit  have  been  in  any  way  wrong. 
There  is  just  no  connection  between  the  witness’  wavering 
testimony  on  that  exhibit  and  the  exhibit  itself. 

Exhibit  90  it  seems  to  me  is  basically  wrong  be- 

2157  cause  it  reflects  an  application  of  Schedule  R  rates 
to  non-Schedule  R  customers.  It  takes  all  the  resi¬ 
dential  customers  of  the  company  and  applies  the  Sched¬ 
ule  R  rate  to  come  out  with  a  figure. 
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Exhibits  91,  92  and  93  seem  to  be  of  very  doubtful  value 
in  that  they  are  merely  mathematical  calculations  based 
on  purely  arbitrarily  assumed  figures  which  have  no  re¬ 
lation  to  reality.  Anybody  can  sit  down  and  pick  out 
any  set  of  figures  and  produce  a  result.  It  doesn’t  prove 
a  thing. 

Those  are  my  objections  to  the  exhibits,  Mr.  Chairman. 
Whether  or  not  they  should  best  be  left  in  the  record  as 
an  example  of  how  not  to  prepare  a  case  I  leave  to  your 
judgment. 

*•*••••••• 

2159  Mr.  Await:  Mr.  Chairman,  I  have  one  other  mat¬ 
ter  I  would  like  to  take  up.  On  page  40  of  the  tran¬ 
script,  and  also  on  page  45,  I  reserved  objection  to  Mr. 
Dunn’s  qualifications.  I  now  make  that  objection  and  state 
that  Mr.  Dunn  was  not  properly  qualified  to  testify  on 
the  matters  he  did.  I  move  that  all  of  his  testimony  and 
all  the  exhibits  that  he  testified  to  be  stricken  from  the 
record. 

Chairman  Flanagan:  The  motion  is  denied. 

*#•••••••• 

2164  Chairman  Flanagan:  Reasonable  time  will  be  al¬ 
lowed  for  the  submission  of  those  corrections. 
Now  there  is  before  the  Commission  a  suggestion  that  ad¬ 
ditions  to  plant  recorded  in  the  report  of  Potomac  Electric 
Power  Company  submitted  to  this  Commission  for  the 
month  of  October  should  be  investigated.  As  has  been 
explained  from  this  witness  stand  many  times,  items  of  that 
sort  in  the  regular  audit  procedure  of  the  accounting  staff 
of  this  Commission  are  scrutinized.  However,  in  view  of 
the  question  raised,  the  Commission  will  accelerate  its  in¬ 
vestigation  of  those  particular  additions  for  the  month  of 
October. 

In  the  meantime,  there  is  also  a  motion  to  strike  pre¬ 
sented  by  counsel  for  Pepco  and  relating  to  the  suggestion 
by  the  witness  Harvey  that  these  additions  to  plant  during 
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the  month  of  October  should  be  investigated.  The  ruling 
of  the  Commission  will  still  be  deferred  until  its  investi¬ 
gation  is  completed. 

* 

2173  Chairman  Flanagan:  The  hearing  will  come  to  or¬ 
der,  please.  This  is  a  resumed  hearing  called  pur¬ 
suant  to  notice  dated  March  5,  1951.  The  proceeding  is 
limited  to  the  consideration  of  the  rate  schedules  filed  by 
Potomac  Electric  Power  Company  pursuant  to  the  require¬ 
ment  of  Section  1  of  Order  3762  dated  February  12,  1951. 

*  . . 

2176  Herbert  F.  G.  Main  was  called  as  a  witness  and, 
having  been  previously  duly  sworn,  was  examined 

and  testified  as  follows: 

Mr.  Reilly:  If  the  Commission  please,  I  hand  the  Com¬ 
mission  and  the  parties  an  exhibit  consisting  of  an  index 
and  36  pages  and  ask  that  it  be  marked  for  identification 
as  Exhibit  No.  95. 

Chairman  Flanagan:  It  may  be  so  marked. 

(The  document  referred  to  was  marked  for  identification 

as  Pepco  Exhibit  No.  95.) 

Direct  Examination. 

By  Mr.  Reilly: 

Q.  Mr.  Main,  was  Exhibit  95  prepared  by  you  or  under 

your  direction  and  supervision?  A.  Yes. 

Q.  Will  you  describe  briefly  the  general  nature  of  this 
exhibit?  A.  Exhibit  95,  consisting  of  36  pages,  sets  forth 
the  changes  in  the  “General  Terms  and  Conditions  for  Fur¬ 
nishing  Electric  Service”  and  revised  rate  schedules  de¬ 
signed  to  produce  $2,600,000  additional  gross  operating  rev¬ 
enue  for  the  svstem  as  a  whole,  based  upon  the  year  1951, 
on  an  annual  basis;  all  as  filed  with  the  Commission  on 
March  2, 1951.  The  exhibit  also  includes  certain  other 
2177  information  pertaining  to  the  proposed  rates. 
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Q.  Before  describing  the  different  rate  schedules,  will 
you  explain  the  basic  factors  which  entered  into  their  re¬ 
vision?  A.  These  schedules  have  been  designed  to  produce 
from  each  class  of  service  as  nearly  as  practicable  the  reve¬ 
nue  increase  directed  in  the  Commission’s  Order  No.  3762, 
page  48,  on  an  annual  basis,  based  upon  the  forecasts  for 
the  year  1951,  reflected  in  Exhibit  12 ;  that  is,  $550,000  from 
the  Residential  Schedules,  $970,000  from  the  Commercial 
Low  Voltage  Schedules,  and  $560,000  from  the  Commercial 
High  Voltage  Schedules,  $265,000  from  Street  Lighting 
Service,  and  $230,000  from  service  to  Capital  Transit  Com¬ 
pany. 

The  views  of  the  Commission,  expressed  in  the 
2178  Findings  and  Opinion  accompanying  its  Order  No. 

3762,  as  I  understand  them,  have  been  followed  as 
closely  as  practicable  in  the  design  of  these  new  rate  sched¬ 
ules. 

Q.  Will  you  now  proceed  to  describe  the  residential  sched¬ 
ules  filed  pursuant  to  Order  No.  3762?  A.  Present  Sched¬ 
ules  “R”  and  “RS”  have  been  revised  to  produce  the  entire 
Residential  revenue,  including  the  $550,000  increase  or¬ 
dered  by  the  Commission. 

The  present  Rural  Rate  Zone  in  Maryland  has  been 
brought  into  the  Suburban  Zone,  thus  eliminating  Sched¬ 
ule  “RR.”  It  is  proposed  to  transfer  the  densely  populated 
area  known  as  the  Viers  Mill-Wheaton-Glenmont  commu¬ 
nities  from  the  Suburban  to  the  Urban  Zone.  Approximate¬ 
ly  2,000  customers  will  be  affected  in  this  transfer. 

Exhibit  16  is  a  map  of  the  territory  served  by  the  Com¬ 
pany,  showing  the  boundary  between  the  proposed  Urban 
and  Suburban  Rate  Zones. 

Proposed  Schedule  “R”  is  set  forth  on  page  3  of  Exhibit 
95.  It  would  be  available  in  the  District  of  Columbia,  in  the 
Urban  Zone  of  Maryland  and  in  Virginia. 

**•••••••• 

2189  The  estimated  1951  revenue  from  street  lighting 
and  traffic  signal  service,  after  including  the  author- 
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ized  $265,000  increase  and  after  deducting  the  electricity 
revenues  to  be  generated  under  the  proposed  Schedules  “SL” 
and  “TS,”  is  not  equal  to  the  full  cost  of  furnishing  and 
servicing  the  equipment.  Accordingly,  it  was  deemed  ad¬ 
visable  to  reduce  to  the  extent  possible  the  differences  be¬ 
tween  the  present  street  lighting  rates  in  the  District  of 
Columbia  and  those  in  Maryland  and  Virginia.  This  was 
done  by  assigning  the  entire  $265,000  increase  to  the  Dis¬ 
trict  of  Columbia  and  designing  rates  for  Maryland  and 
Virginia  to  produce  the  same  total  revenue  as  would  the 
rates  presently  in  effect  in  those  areas. 

Accordingly,  the  rates  now  proposed  for  furnishing  and 
servicing  the  street  lighting  and  traffic  signal  equipment 
in  the  District  of  Columbia  are  still  somewhat  lower  than 
those  in  Maryland  and  Virginia. 

Q.  Will  you  now  explain  the  rates  proposed  for  service 
to  Capital  Transit  Company?  A.  The  proposed  re- 
2190  vised  charges  for  electricity  supplied  to  Capital 
Transit  Company  under  the  power  contract  are  set 
down  on  page  34  of  Exhibit  95. 

Service  to  Capital  Transit  Company  for  street  railway 
propulsion  consists  primarily  of  furnishing  high  voltage 
alternating  current  electricity  to  each  point  where  it  is 
converted  to  600  volts  direct  current  and  delivered  to  the 
Transit  Company,  and  in  this  respect  the  service  is  the  same 
as  that  furnished  to  high  voltage  customers. 

After  providing  for  service  other  than  600  volts  direct 
current  at  applicable  commercial  rates,  then,  the  remaining 
revenue,  including  the  $230,000  increase  ordered  by  the  Com¬ 
mission,  has  first  been  applied  to  the  high  voltage  alternat¬ 
ing  current  supplied  for  conversion  to  600  volts  direct  cur¬ 
rent.  The  remainder  of  the  revenue  is  then  available  to  pay 
the  fixed  charges  and  operating  expenses  incident  to  the 
conversion  equipment. 

As  shown  on  page  35  of  Exhibit  95,  the  application  of 
proposed  Schedule  “HV”  to  the  kilowatts  and  kilowatt- 
hours  estimated  for  1951  produces  an  electricity  cost  of 
$1,079,000. 
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Here  I  would  like  to  ask  for  the  addition  of  a  caption 
that  has  been  typographically  omitted  on  this  exhibit.  The 
exhibit  should  read  on  page  35: 

1951  revenue  at  present  rates,  $938,000.  Increase 

2191  authorized  by  PUC  Order  3762,  $230,000.  Total,  $1,- 
168,000.  Deduct  1951  revenue  from  alternating  cur¬ 
rent  service  at  proposed  commercial  rates,  $82,000,  leaving 
$1,086,000.  In  there  should  be  written  a  caption:  “High 
Voltage  Service  for  Conversion  to  600  Volts  DC.”  Then  fol¬ 
lows  the  list  of  substations  which  total  down  to  $1,079,200, 
which  was  rounded  to  $1,079,000. 

Mr.  Myse:  Will  you  read  that  caption  again,  please? 

The  Witness:  “High  Voltage  Service  for  Conversion  to 
600  Volts  DC.” 

For  service  other  than  600  volts  direct  current,  proposed 
Schedules  “SC”  and  “LC,”  applied  as  applicable,  to  esti¬ 
mated  1951  consumptions,  produce  revenue  of  $82,000.  When 
this  amount,  plus  the  $1,079,000  for  high  voltage  electricity 
supplied  for  600  volts  direct  current  service,  is  deducted 
from  the  $1,168,000  total  revenue  to  be  provided  under  the 
Commission’s  order,  $7,000  remains  for  conversion  charge 
as  compared  with  $373,000  of  cost  shown  on  page  35  of  the 
exhibit.  No  rate  is  proposed  to  provide  for  its  payment. 

By  Mr.  Reilly: 

Q.  What  increases  in  annual  operating  revenues  are  esti¬ 
mated  to  be  produced  by  the  rates  you  have  just  described? 
A.  Based  upon  the  year  1951,  the  proposed  rates  are 

2192  expected  to  produce  increases  in  operating  revenues, 
on  an  annual  basis,  as  shown  on  page  36  of  Exhibit  95. 

These  are  $552,000  or  4.9  per  cent  for  the  Residential  Class, 
$970,000  or  5.5  per  cent  for  Low  Voltage  Commercial,  $559,- 
000  or  7.8  per  cent  for  High  Voltage  Commercial,  $266,000 
for  Street  Lighting,  $223,000  for  Street  Railway,  including 
alternating  current  service  at  Commercial  rates.  An  addi¬ 
tional  $25,000  of  increase  is  expected  to  be  provided  for  in 
a  modification  of  our  contract  with  the  Southern  Maryland 


Electric  Cooperative.  These  items  total  $2,595,000  as  com¬ 
pared  with  the  $2,600,000  allowed  under  the  Commission’s 
Order  No.  3762.  This  page  shows  an  approximate  break¬ 
down  of  the  figures  I  have  just  recited  between  jurisdictional 
areas,  and  indicates  that  $2,176,000  will  come  from  the  Dis¬ 
trict  of  Columbia,  $417,000  from  Maryland  and  $2,000  from 
Virginia. 

2193  Cross  examination 

By  Mr.  Harrison: 

•  ••••••••• 

2194  Q.  Will  you  refer  to  page  36  of  Exhibit  95,  please ! 
There  you  show  a  distribution  of  the  proposed  increase  by 
class  of  service  and  by  jurisdictions.  Can  you  give  for  the 
record  a  breakdown  of  the  increase  for  Commercial  Low 
Voltage  service  as  between  Small  Commercial  and  Large 
Commercial  ?  A.  For  the  District  of  Columbia,  of  the  $930,- 
000  shown  for  Low  Voltage  Commercial  on  page  36,  $123,000 
or  3.12  per  cent  is  Small  Commercial,  $780,000  or  8.3  per 
cent  is  Large  Commercial. 

For  Maryland,  wherein  a  total  of  $85,000  is  shown  for  the 
Low  Voltage  Commercial  Class,  the  Small  Commercial  is 
a  reduction  of  $34,000  or  2.6  per  cent.  Large  Commercial 
is  an  increase  of  $119,000  or  6.3  per  cent. 

For  Virginia,  the  $18,000  decrease  is  all  in  the  Small  Com¬ 
mercial  Class  and  amounts  to  one-tenth  of  one  per  cent. 
*#•*•••••• 

2195  Q.  Will  you  explain  the  reason  for  the  compara¬ 
tively  small  proportion  of  the  total  increase  allocated 

to  the  Small  Commercial?  A.  Yes,  sir.  I  think  it  is  some¬ 
what  of  a  repetition  of  a  statement  I  made  elsewhere  in  the 
transcript.  A  present  relationship  exists  between  the 

2196  High  Voltage  and  the  Large  Commercial  rates.  That 
relationship  is  an  allowance,  or  a  charge  if  you  put 

it  that  way,  for  the  costs  of  conversion  from  High  Voltage 
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to  Low  Voltage.  And,  consequently,  when  an  amount  is 
fixed  for  the  Commercial  High  Voltage,  the  Large  Commer¬ 
cial  rate  has  to  be  established  to  maintain  that  relationship. 
That  rate  when  applied  to  the  Large  Commercial  consump¬ 
tions  produces  a  given  amount  of  increase,  and  then  what¬ 
ever  increase  is  left  over  from  the  amount  assigned  for  the 
total  Low  Voltage  Commercial  is  then  available  for  Small 
Commercial. 

2209  Q.  Your  presently  proposed  Schedule  “SC,”  page 
9,  Exhibit  95,  when  compared  to  page  5  of  your  Exhibit  No. 
15,  shows,  does  it  not,  that  you  have  reduced  the  minimum 
charge  from  $1.10  to  $1.00,  increased  the  rate  for  the  first 
50  kilowatt-hours  from  4  cents  to  4.25  cents  per  kilowatt- 
hour,  increased  the  rate  for  the  next  200  kilowatt-hours  from 
2.5  cents  to  2.57  cents  per  kilowatt-hour,  decreased  the  rate 
for  the  next  2,750  kilowatt-hours  from  2.33  cents  to  2.25 
cents  per  kilowatt-hour  and  decreased  the  rate  for  all  use 
in  excess  of  3,000  kilowatt-hours  from  2.13  cents  to  2.03  cents 
per  kilowatt  hour?  A.  That’s  right. 

Q.  The  tailing  block  of  2.03  cents  per  kilowatt- 

2210  hour  in  excess  of  3,000  kilowatt-hours  is  lower  than 
the  tailing  block  of  present  Commercial  Schedule 

“SC,”  is  it  not?  A.  Yes,  sir. 

Q.  Will  you  accept  subject  to  check  that  by  so  reducing 
the  tailing  blocks  that  all  bills  rendered  in  excess  of  3,260 
kilowatt-hours  will  be  reduced  over  the  rates  presently 
available?  For  exampe,  51  cents  reduction  for  a  monthly 
consumption  of  3,500  kilowatt-hours,  and,  as  you  show  on 
page  10  under  typical  bills,  $1.56  reduction  for  a  monthly 
consumption  of  4,000  kilowatt-hours?  A.  Yes,  that’s  right. 

Q.  Now,  Mr.  Main,  you  have  stated  that  in  1949  there 
were  rendered  to  customers  5,000  bills  of  a  total  of  401,000 
where  the  monthly  consumption  under  present  Schedule 
“SC”  was  or  exceeded  3,260  kilowatt-hours.  Is  that  right? 
A.  That’s  right. 

•  *•••••••• 
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2211  Q.  Now,  page  10  of  Exhibit  95  indicates,  does  it 
not,  that  the  Small  Low  Voltage  customers  in  Vir¬ 
ginia  that  will  be  reduced  are  reduced  by  approximately 
ten  per  cent?  A.  Yes.  I  might  inject  there,  Mr.  Kirby,  a 

comment  on  this  subject,  that  of  these  Small  Commer- 

2212  cial  bills,  who  under  this  exhibit  show  reductions  over 
4,000  kilowatt-hours,  there  would  be  a  sizable  num¬ 
ber  of  those  that  will  be  transferred  to  the  Large  Commer¬ 
cial  Schedule  under  the  restriction  and  will  hence  get  an 
increase. 

Q.  Well,  now,  Mr.  Main,  can  you  tell  me  how  many  bills 
were  rendered  to  Commercial  Schedule  “D”  customers  who 
will  be  reduced  in  the  Virginia  area  in  1950?  A.  Well,  I 
can  approximate  it.  The  bills  of  50  kilowatt-hours  and  less, 
monthly  bills  in  that  area,  are  about  450  out  of — In  other 
words,  10  per  cent  of  the  4,500  bills  would  be  either  in¬ 
creased  or  not  changed,  and  the  balance  of  them  would  be 
decreased. 

Q.  Well,  now,  to  follow  that  through,  that  means,  does  it 
not,  about  4,000  bills  will  be  decreased  ?  A.  That’s  right,  or 
perhaps  350  customers. 

Chairman  Flanagan:  We  will  take  a  short  recess. 

•  #•••••*•• 

2216  Q.  Will  you  accept,  subject  to  check,  that  360,000 

2217  bills,  or  86.1  percent  of  the  total  bills  rendered  in 
1949,  were  rendered  for  monthly  consumptions  in  excess  of 
50  kilowatt  hours,  bills  that  you  now  propose  to  treat  from 
a  rate  standpoint  on  Commercial  Schedules  “SC”  and 
“SCS”?  A.  You  are  combining  both  “SC”  and  “SCS” 
together? 

Q.  Yes.  A.  In  Excess  of  how  much? 

Q.  Three  hundred  and  sixty  thousand  bills.  A.  That  will 
be  either  changed  or  unchanged  or  reduced?  Is  that  your 
question? 

Q.  Will  be  reduced  in  excess  of  50  kilowatt  hours  of  con¬ 
sumption.  A.  Subject  to  check,  it  is  approximately  that  fig¬ 
ure  on  the  1949  basis.  I  would  have  to  add  these  up  to  check 
it  for  you. 

•  ••••••••• 
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to  Low  Voltage.  And,  consequently,  when  an  amount  is 
fixed  for  the  Commercial  High  Voltage,  the  Large  Commer¬ 
cial  rate  has  to  be  established  to  maintain  that  relationship. 
That  rate  when  applied  to  the  Large  Commercial  consump¬ 
tions  produces  a  given  amount  of  increase,  and  then  what¬ 
ever  increase  is  left  over  from  the  amount  assigned  for  the 
total  Low  Voltage  Commercial  is  then  available  for  Small 
Commercial. 

**•••••••• 

2209  Q.  Your  presently  proposed  Schedule  “SC,”  page 
9,  Exhibit  95,  when  compared  to  page  5  of  your  Exhibit  No. 
15,  shows,  does  it  not,  that  you  have  reduced  the  minimum 
charge  from  $1.10  to  $1.00,  increased  the  rate  for  the  first 
50  kilowatt-hours  from  4  cents  to  4.25  cents  per  kilowatt- 
hour,  increased  the  rate  for  the  next  200  kilowatt-hours  from 
2.5  cents  to  2.57  cents  per  kilowatt-hour,  decreased  the  rate 
for  the  next  2,750  kilowatt-hours  from  2.33  cents  to  2.25 
cents  per  kilowatt-hour  and  decreased  the  rate  for  all  use 
in  excess  of  3,000  kilowatt-hours  from  2.13  cents  to  2.03  cents 
per  kilowatt  hour?  A.  That’s  right. 

Q.  The  tailing  block  of  2.03  cents  per  kilowatt- 

2210  hour  in  excess  of  3,000  kilowatt-hours  is  lo'wer  than 
the  tailing  block  of  present  Commercial  Schedule 

“SC,”  is  it  not?  A.  Yes,  sir. 

Q.  Will  you  accept  subject  to  check  that  by  so  reducing 
the  tailing  blocks  that  all  bills  rendered  in  excess  of  3,260 
kilowatt-hours  will  be  reduced  over  the  rates  presently 
available?  For  exampe,  51  cents  reduction  for  a  monthly 
consumption  of  3,500  kilowatt-hours,  and,  as  you  show  on 
page  10  under  typical  bills,  $1.56  reduction  for  a  monthly 
consumption  of  4,000  kilowatt-hours?  A.  Yes,  that’s  right. 

Q.  Now,  Mr.  Main,  you  have  stated  that  in  1949  there 
were  rendered  to  customers  5,000  bills  of  a  total  of  401,000 
where  the  monthly  consumption  under  present  Schedule 
“SC”  was  or  exceeded  3,260  kilowatt-hours.  Is  that  right? 
A.  That’s  right. 

•  ••••••••• 
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2211  Q.  Now,  page  10  of  Exhibit  95  indicates,  does  it 
not,  that  the  Small  Low  Voltage  customers  in  Vir¬ 
ginia  that  will  be  reduced  are  reduced  by  approximately 
ten  per  cent?  A.  Yes.  I  might  inject  there,  Mr.  Kirby,  a 

comment  on  this  subject,  that  of  these  Small  Commer- 

2212  cial  bills,  who  under  this  exhibit  show  reductions  over 
4,000  kilowatt-hours,  there  would  be  a  sizable  num¬ 
ber  of  those  that  will  be  transferred  to  the  Large  Commer¬ 
cial  Schedule  under  the  restriction  and  will  hence  get  an 
increase. 

Q.  Well,  now,  Mr.  Main,  can  you  tell  me  how  many  bills 
were  rendered  to  Commercial  Schedule  “D”  customers  who 
will  be  reduced  in  the  Virginia  area  in  1950?  A.  Well,  I 
can  approximate  it.  The  bills  of  50  kilowatt-hours  and  less, 
monthly  bills  in  that  area,  are  about  450  out  of — In  other 
words,  10  per  cent  of  the  4,500  bills  would  be  either  in¬ 
creased  or  not  changed,  and  the  balance  of  them  would  be 
decreased. 

Q.  Well,  now,  to  follow  that  through,  that  means,  does  it 
not,  about  4,000  bills  will  be  decreased  ?  A.  That’s  right,  or 
perhaps  350  customers. 

Chairman  Flanagan:  We  will  take  a  short  recess. 

*#•••••••• 

2216  Q.  Will  you  accept,  subject  to  check,  that  360,000 

2217  bills,  or  86.1  percent  of  the  total  bills  rendered  in 
1949,  were  rendered  for  monthly  consumptions  in  excess  of 
50  kilowatt  hours,  bills  that  you  now  propose  to  treat  from 
a  rate  standpoint  on  Commercial  Schedules  “SC”  and 
“SCS”?  A.  You  are  combining  both  “SC”  and  “SCS” 
together? 

Q.  Yes.  A.  In  Excess  of  how  much? 

Q.  Three  hundred  and  sixty  thousand  bills.  A.  That  will 
be  either  changed  or  unchanged  or  reduced?  Is  that  your 
question? 

Q.  Will  be  reduced  in  excess  of  50  kilowatt  hours  of  con¬ 
sumption.  A.  Subject  to  check,  it  is  approximately  that  fig¬ 
ure  on  the  1949  basis.  I  would  have  to  add  these  up  to  check 
it  for  you. 
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2221  Mr.  Main,  is  it  the  intention  of  your  company  to 
make  proposed  Residential  Schedule  “R”  available  to  resi¬ 
dential  customers  in  the  Virginia  area?  A.  Yes,  sir. 

Q.  Will  not  this  result  in  residential  customers  in  the 
Virginia  area  being  reduced  for  monthly  consumptions 
ranging  from  50  kilowatt  hours  to  200  kilowatt  hours  in 
the  amount  of  5  cents  for  50  kilowatt  hours?  A.  Yes,  it  will. 

Q.  And  22  cents  for  100  kilowatt  hours?  A.  Yes,  it  'will. 

Q.  Will  you  accept  subject  to  check  that  approximately 
15,000  residential  bills  or  64.5  percent  of  the  total  residen¬ 
tial  bills  rendered  in  1949  will  be  reduced  in  the  Virginia 
area  as  a  result  of  this  proposed  rate  treatment?  A.  How 
many  thousand  bills? 

Q.  Fifteen  thousand.  A.  About  65  percent,  that’s  right. 

2222  Q.  And  by  such  rate  treatment  as  shown  on  page 
7  present  rural  residential  customers  will  be  un-* 

changed  or  decreased  for  all  monthly  consumptions  up  to 
245  kilowatt  hours,  with  a  maximum  decrease  of  40  cents? 
A.  Yes. 

Q.  How  many  residential  rural  customer  bills  in  1950 
would  have  been  unchanged  or  reduced  by  the  application 
of  the  proposed  Residential  Schedule  “RS”?  . 

Commissioner  Spencer:  Do  you  have  the  1950  figure,  Mr. 
Main? 

The  Witness:  Only  1949. 

By  Mr.  Kirby: 

Q.  You  do  not  have  that  figure  available?  A.  There  are 
no  figures  for  1950  available  by  these  breakdowns. 

Q.  What  -would  the  figure  be  in  1949?  Will  you  accept 
subject  to  check  38,000,  or  56  percent?  A.  I  got  around 
34,000  here.  You  have  added  them  up,  and  it  is  28,000  out 
of  68,000,  about  56  percent. 

Q.  It  is  a  fact,  is  it  not,  that  your  proposed  Residential 
Schedule  “RS”  wfill  result  in  even  greater  decreases  and 
lesser  increases  to  present  rural  zone  customers  using  50 


and  over  50  kilowatt  hours  monthly  than  you  proposed  in 
your  Exhibit  15  ?  A.  I  beg  your  pardon.  Let  me  have 
2223  the  last  part  of  that  again. 

(The  reporter  read  the  pending  question.) 

Q.  I  might  ask  you  to  compare  sheet  3  of  Exhibit  47  with 
page  7  of  Exhibit  95.  A.  Yes.  From  a  comparison  of  those 
two  exhibits  that  would  be  so. 

Q.  The  present  residential  suburban  customers  under  pro¬ 
posed  Residential  Schedule  “RS”  will  all  be  increased,  will 
they  not?  A.  Yes. 

Q.  The  present  residential  suburban  customers  under 
proposed  Residential  Schedule  “RS”  will  all  be  increased, 
will  they  not?  A.  Yes. 

##•••••••• 

2228  Q.  Does  it  follow  if  customers  are  grouped  by  class¬ 
es  and  certain  of  those  classes  have  a  fuel  adjustment 

2229  provision  wThile  other  classes  do  not  have  such  a  pro¬ 
vision  that  if  fuel  costs  increases  those  classes  with 

the  fuel  adjustment  will  pay  their  share  of  the  increased 
cost  -while  the  other  classes  will  not  ?  A.  That’s  true.  How¬ 
ever,  I  might  just  add  to  that  that  for  the  what  I  would 
term  large  volume  billing  classes  you  can  get  to  a  point 
where  the  cost  of  billing  for  the  recovery  of  additional  fuel 
cost  doesn’t  justify  the  use  of  it.  It  costs  you  more  to  bill 
it  than  what  you  get  out  of  it. 
**••**•#*# 

2231  Mr.  Main,  will  you  kindly  explain  what  relationship 
you  used  in  assigning  the  increases  to  each  of  your 
presently  proposed  Schedules  “LC,”  “HV,”  “LCS,”  and 
“HVS”?  A.  I  think  I  covered  that  a  while  ago.  There  is  no 
such  assignment  made.  We  were  given  an  increase  of  $560,- 
000  for  the  High  Voltage  Schedule  in  Order  3762.  Rates  were 
designed  to  produce  that  increase  on  the  1951  annual  basis, 
and  to  maintain  the  present  relationship  as  nearly  as  prac¬ 
ticable  between  the  high  voltage  and  the  large  commercial 
rates,  Schedules  “LC”  and  “LCS”  were  designed  from  those 
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new  high  voltage  schedules.  So  there  is  no  question  of  allo¬ 
cation  on  a  kilowatt  hour  or  any  other  basis.  It  is  a  mathe¬ 
matical  computation. 

Q.  What  I  am  trying  to  arrive  at  is  this  relationship  that 
you  referred  to  that  you  used  in  assigning  the  in- 

2232  creases.  I  am  trying  to  find  how  you  determine  that 
relationship  to  each  of  these  schedule  customers,  that 

is,  those  we  have  named — “LC,”  “HV,”  “LCS,”  and  “HVS.” 
A.  Well,  those  four  schedules  comprise  two  classes  of  cus¬ 
tomers,  and  to  repeat :  The  first  step  was  to  design  the  “HV” 
and  “HVS”  schedules  to  produce  the  $560,000  ordered  by 
the  Commission.  Now,  taking  those  new  rate  schedules  and 
maintaining  a  relationship  between  the  high  voltage  and 
large  commercial  schedules,  a  mathematical  computation 
develops  an  “LC”  and  an  “LCS”  schedule.  There  is  no  ques¬ 
tion  of  allocation  even  on  a  kilowatt  hour  or  any  other  basis. 
It  is  a  relationship  between  schedules. 

Commissioner  Spencer:  And  that  relationship  is  main¬ 
tained  on  what  basis? 

The  Witness:  It  is  perhaps  most  easily  expressed  this 
way:  in  terms  of  a  discount  for  high  voltage  service  below 
low  voltage  service. 

Commissioner  Spencer:  In  other  words,  your  mathemat¬ 
ical  calculation  then  eliminates  that  discount  in  setting  up 
your  large  commercial  schedule? 

The  Witness:  That’s  right. 

Commissioner  Spencer:  And  that  is  a  percentage  discount? 
The  Witness :  It  is  most  readily  expressed  as  a  percentage 
discount.  For  instance,  to  use  an  example,  the  bill  for  a 
given  number  of  kilowatts  and  kilowatt  hours  under 

2233  “HV”  would  be  perhaps  18  percent  of  a  bill  for  the 
same  number  of  kilowatts  and  kilowatt  hours  under 

Schedule  “LC.”  Seventy-two  percent — I  beg  your  pardon — 
an  18  percent  discount. 

Commissioner  Spencer:  That  percent  discount  is  derived 
how?  What  does  it  reflect? 
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The  Witness:  It  reflects  the  conversion  cost  between  high 
voltage  and  low  voltage  service,  the  cost  of  transformers 
and  secondary  lines  that  you  have  to  have  to  furnish  low 
voltage  service  over  that  required  for  furnishing  high  volt¬ 
age. 

Commissioner  Spencer:  Line  losses  and  other  elements? 

The  Witness:  Line  losses  and  other  elements. 

#•••••••*• 

2246  Q.  Mr.  Main,  in  reply  to  a  question  by  Mr.  Harri¬ 
son  you  broke  down  the  proposed  increase  to  Com¬ 
mercial  Low  Voltage  rate  classes  as  shown  on  page  36  of 
Exhibit  95.  On  District  of  Columbia  you  allocated  or  in 
your  proposed  rate  treatment  there  was  allocated  $780,000 
to  “LC.”  Is  that  correct?  A.  No.  $780,000,  Large  Commer¬ 
cial — Yes,  in  the  case  of  the  District  of  Columbia  that  would 
be  all  “LC.”  Before  you  go  farther,  Mr.  Kirby,  I  gave  you 
in  connection  with  that  same  item  the  figure  of  $123,000  for 
Small  Commercial,  and  I  think  I  read  a  figure  of  3.12  per 
cent  as  the  increase  percentage.  That  should  be  2.49  per  cent 
instead  of  3.12.  And  in  the  case  of  Virginia,  I  think  I  gave 
you  a  figure  of  one-tenth  of  one  per  cent.  It  should  be  9.7 
per  cent  decrease. 

•  #*••*•••• 

2248  Q.  Well,  now,  will  you  do  the  same  for  the  $970,000 
total  system?  Will  you  break  that  down  by  amounts  and 
percentages  to  Large  Commercial  and  Small  Commercial? 
A.  I  gave  you  that  this  morning  too,  Mr.  Kirby. 

Q.  Well,  if  you  don’t  mind  repeating  it,  please.  A.  The 
Small  Commercial  is  $71,000  or  1.1  per  cent,  and  $899,000  or 
7.95  per  cent  for  the  Large. 

Q.  Now,  as  I  understand  you,  from  vour  testimony  this 
morning,  these  increases  to  Large  Commercial  and  Small 
Commercial  are  as  follows:  You  designed  the  “HV”  and 
“HVS”  rates  on  the  basis  of  a  $560,000  increase  ordered  by 
the  Commission  for  High  Voltage  customers.  You  then  in 
effect  applied  a  discount  in  order  to  design  the  Large  Com- 
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mercial  Schedules,  that  being  done  to  keep  the  High  Voltage 
and  the  Low  Voltage  Large  customers  in  balance.  Then, 
having  the  Large  Commercial  Low  Voltage  Schedules,  you 
applied  them  to  the  estimated  consumption  of  those  cus¬ 
tomers  and  computed  the  increase  to  such  Low  Voltage 
Large  Commercial  customers.  Is  that  correct  so  far?  A. 
That’s  right. 

Q.  Then  you  determined  how  much  of  the  $970,000 
2249  the  Commission  assigned  to  Commercial  Low  Volt¬ 
age  customers  was  left  over,  and  that  you  assigned 
to  the  Small  Commercial  customers  and  designed  the  Small 
Commercial  Schedules  accordingly?  Is  that  correct?  A.  Yes, 
with  this  additional  remark:  That  the  Small  Commercial 
rate  has  to  be  designed  not  only  to  absorb  the  remainder 
of  the  money  but  also  to  fit  the  lower  end  of  the  Large 
Commercial  so  that  the  two  together,  the  Small  Commer¬ 
cial  and  the  Large  Commercial,  make  a  continuous  pattern 
of  rate.  The  two  conditions  have  to  be  satisfied. 
*#•••••#•• 

2271  Q.  This  morning  you  testified  one  of  the  reasons 
a  fuel  adjustment  provision  was  not  applicable  to 
Residential  and  Small  Commercial  customers  was  the  cost 
of  administering  such  a  provision.  Have  you  made  any  at¬ 
tempt  to  determine  what  would  be  the  cost  of  administering 
a  fuel  adjustment  provision  for  Residential  and  Small  Com¬ 
mercial  Low  Voltage  customers?  A.  Not  in  actual  dollars, 
no. 

Q.  Based  on  an  assumed  fuel  adjustment  base  of  32  cents 
per  million  BTU  under  the  fuel  adjustment  provision  as  set 
forth  in  proposed  Commercial  Schedule  “LCS,”  what  would 
be  the  amount  of  fuel  adjustment  revenue  when  related  to 
the  730,000,000  estimated  kilowatt-hour  sales  for  the  Resi¬ 
dential  and  Small  Commercial  customers  in  1951?  A.  Noth¬ 
ing. 

Q.  Based,  I  say,  on  adjustment  base  of  32  cents  per  mil¬ 
lion  BTU.  A.  On  32  cents  even? 

Q.  Yes.  A.  Instead  of  32.2? 
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Q.  Yes.  A.  We  will  have  to  work  that  out  for  you.  It 
would  be  a  two-unit  change  which  would  be  .0014,  which 
would  be  .0028  cents  per  kilowatt-hour  on  475,000,000. 

2272  Q.  It’s  on  730,000,000.  A.  Did  you  say  Residential? 

Q.  And  Small  Commercial.  A.  I  beg  your  pardon.  I 

thought  you  were  talking  about  Residential.  No,  that  would 
be  736.  (Computing)  It  would  be  in  the  order  of  about 
$22,000. 

Commissioner  Spencer:  What  would  that  be  on  a  100  kilo¬ 
watt  bill,  Mr.  Main? 

The  Witness:  On  a  100  kilowatt  bill  or  100  kilowatt  hour? 

Commissioner  Spencer:  A  hundred  kilowatt-hours. 

The  Witness:  Three-tenths  of  a  cent. 

By  Mr.  Kirby: 

Q.  What  would  it  be  now  on  a  30  cent  base — that  is,  30 
cents  per  million  BTU?  A.  That  would  be  22  units.  (Com¬ 
puting)  It  would  be  $242,000. 

Q.  What  would  that  be  on  a  bill  of  100  kilowatt-hours? 
A.  3.3  cents. 

Q.  Are  your  present  Residential  and  Small  Commercial 
customers’ bills  prepared  on  billing  machines?  A.  They  are. 

Q.  Do  your  billing  clerks  use  billing  charts  for  computing 
Residential  and  Small  Commercial  customers’  bills 

2273  on  billing  machines?  A.  They  use  billing  charts  to 
some  extent,  but  the  billing  department,  the  super¬ 
visor  of  the  billing  department,  tells  me  that  after  a  set  of 
rates  has  been  in  operation  for  just  a  matter  of  a  week  or 
so  the  billing  machine  operators  are  able  to  memorize  some¬ 
thing  along  the  order  of  about  80  per  cent  of  the  consump¬ 
tions  which  they  have  to  bill  and  they  don’t  have  to  refer  to 
the  charts  at  all. 

Q.  Of  course,  in  case  their  memory  fails,  they  do  have  the 
billing  chart  available?  A.  Oh,  yes. 

Q.  Would  you  say  that  your  average  residential  kilowatt- 
hours  per  bill  is  above  the  average  or  below  the  average  for 
the  country  as  a  whole  ?  A.  Offhand  I  don’t  think  I  can  an¬ 
swer  that,  Mr.  Kirby. 


708 


Q.  Would  you  check  that  too  for  us,  please?  A.  Yes, 
we  will. 

Q.  You  also  testified  this  morning  that  another  reason 
for  the  absence  of  a  fuel  adjustment  provision  in  the  Resi¬ 
dential  and  Small  Commercial  Schedules  was  the  frequent 
rate  review  of  your  rate  schedules  by  this  Commission.  Now, 
if  such  frequent  rate  review  is  made  by  the  Commission, 
why  should  any  class  of  customers  be  subjected  to  a 
2274  fuel  adjustment  provision?  A.  Well,  because  of  the 
rapidity  or  the  rapid  acceleration  that  can  take  place 
in  the  cost  of  fuel  even  with  frequent  rate  adjustments, 
taking  into  consideration  the  difference  in  volume  of  the 
kilowatt-hours  that  the  fuel  adjustments  are  applied  to  as 
against  those  which  there  is  no  fuel  adjustment  for. 

Q.  Well,  now,  this  acceleration  and  rapidity  that  you 
mention,  doesn’t  that  apply  to  all  classes  rather  than  the 
one  in  all  kilowatt-hour  sales  ?  A.  That’s  true,  but  the  vol¬ 
ume  of  kilowatt-hour  sales  which  is  not  subject  to  the  fuel 
adjustment  is  only  about  one-third  or  thereabouts  of  the 
total. 

*#•••••••• 

2285  Mr.  Harrison:  If  the  Commission  please,  by  Order 
No.  3762,  Section  1,  the  Commission  directed  the  Com¬ 
pany  to  file  its  rate  schedules  designed  to  produce  for  the 
system  as  a  whole  additional  gross  operating  revenue  of 
not  more  than  $2,600,000,  on  an  annual  basis,  based  upon 
the  year  1951.  That  was  done,  and  the  Commission  set  those 
schedules  for  hearing  at  this  time. 

In  the  meantime,  pursuant  to  the  Commission’s  order,  the 
Company  served  the  rate  schedules,  as  the  Certificate  of 
Service  shows,  upon  the  parties  to  this  proceeding,  and  all 
parties  have  had  the  advantage  of  the  rate  schedules  prior 
to  the  hearing  today.  The  Commission’s  staff,  of  course,  has 
had  the  schedules  for  the  same  period. 

In  that  connection  I  should  like  to  make  this  statement: 

The  Commission’s  staff  had  made  a  detailed  check 

2286  of  the  Company’s  work  papers  in  connection  with 


the  schedules  proposed  and  filed  pursuant  to  the  Com¬ 
mission  order.  They  have  not  only  checked  the  mathe¬ 
matical  accuracy  of  the  computations  involved  but  have  also 
checked  back  against  the  basic  data  for  1949  as  to  kilowatts 
of  demand  and  kilowatt  hours  of  energy  in  the  various  rate 
blocks  which  were  used  as  a  basis  for  applying  the  new 
rates  to  determine  the  effect  of  such  rates  at  the  1949  level. 
In  this  connection  they  made  an  independent  check  by  ap¬ 
plying  the  increase  in  the  unit  costs  for  kilowatt  hours  of 
energy  and  kilowatts  of  demand  to  the  consumptions  in  the 
various  blocks  to  determine  the  effect  at  the  1949  level. 

The  method  followed  by  the  Company  of  first  reducing 
the  over-all  increases  by  classes  of  service,  as  set  forth  in 
the  Order,  on  the  basis  of  1951  estimates,  to  the  1949  level, 
on  the  basis  of  the  increase  in  kilowatt  hours  between  the 
two  periods,  and  then  developing  rates  to  produce  that  rev¬ 
enue  at  the  1949  level,  which  was  then  translated  back  to 
the  1951  level  by  the  same  general  procedure,  in  the  staff’s 
opinion  is  reasonable,  and  on  the  basis  of  forecast  of  con¬ 
sumptions  and  revenues  for  the  year  1951  will  be  within 
the  approximate  over-all  increased  revenues  of  $2,600,000 
set  forth  in  the  Commission’s  Order  3762. 

It  appears  that  the  schedules  as  proposed  result  in  a 
more  equitable  distribution  of  the  increases  by  cus- 
2287  tomers  in  the  various  consumption  blocks  within  the 
various  schedules,  and  are  substantially  in  compli¬ 
ance  with  the  views  of  the  Commission  as  set  forth  in  Order 
3762  with  respect  to  the  distribution  of  the  over-all  increase. 

I  should  like  to  add  at  this  point  that  the  Commission’s 
staff  feels  that  the  equitable  distribution  of  the  increase  is 
more  pronounced  and  it  is  more  equitable  than  the  rate 
schedules  proposed  by  the  Company  in  its  original  appli¬ 
cation. 

The  Commission’s  Executive  Accountant  and  Auditor 
is  available  if  the  Commission  should  desire  more  detailed 
explanation  of  the  check  that  has  been  made  by  the  staff. 

With  that,  we  have  no  testimony  to  offer. 


